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COMMENT AND OPINION 


Divided Responsibility for Taxes 
cE IS usually a pretty sound principle 

that he who has the responsibility 
for making policy should also have the 
duty of carrying it out, in other words 
that power should not be divorced 
from responsibility. So far as federal 
taxation is concerned, Canada has 
adopted a different course, and, it is 
becoming apparent, not without un- 
toward consequences. 


In this country the formulation of 
tax policy rests with the Minister of 
Finance, whilst the responsibility for 
collecting the revenues is the responsi- 
bility of the Minister of National Re- 
venue. This divided responsibility is 
of no particular interest to the tax- 
payer, who is only concerned with 
taxes when he comes to pay them, and 
that necessity brings him into contact 
only with officials of the collecting de- 
partment. Unfortunately, however, 
one effect of this divided responsibility 
is that the making of tax policy is 
divorced from any extensive knowl- 
edge of the impact of the proposed 
taxes on the taxpayer, and this we do 
not think is a good thing. In Great 
Britain, for example, responsibility for 
tax policy devolves primarily upon the 
Chancellor of the Exchequer, whilst 
collection of taxes is entrusted to the 
civil service Commissioners of Cus- 
toms, of Inland Revenue, and of 
Crown Lands. But these several Boards 


are not, as in Canada, separate depart- 
ments of government headed by a Minis- 
ter co-equal in status and dignity to the 
Chancellor of the Exchequer. Although 
their authority is statutory, it is the Chan- 
cellor or his deputy who answers for 
them in the House of Commons, and 
who prepares and presents their estimates. 
The situation in the United States is not 
comparable as the Americans do not have 
any such thing as Ministerial responsibili- 
ty and the U.S. Congress plays a much 
greater role in the formulation of tax 
policy and in the review of tax adminis- 
tration than does either the Canadian or 
the British Parliament. 

The reason for setting up separate 
departments under individual Minis- 
ters in Canada doubtless arises from 
the traditional practice of giving every 
section of Canada Cabinet representa- 
tion. However, in recent weeks two 
episodes in the House of «Commons 
raise the question of whether our divi- 
sion of Ministerial responsibility for 
taxation has been altogether for the 
best. 

On May 17, the Minister of Finance, 
in moving the budget resolution for 
allowing certain expenses as well as 
union dues to be deducted in comput- 
ing income from an office or employ- 
ment, explained why after opposing 
these deductions for so many years he 
had now come to support them (Han- 
sard p. 3149): 
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The information which my predecessor 
[Mr. Ilsley] got during the war was that 
the only deductions which were allowed 
from salaries and wages were some allow- 
ances for the running trades who were on 
a mileage basis. That was then extended 
to include all railway employees of the 
running trades . . . It was then extended 
to clergymen. My information up to the 
last two or three weeks was that those 
were the only deductions allowed: I was 
somewhat surprised to be informed by 
officials of the Department of National 
Revenue that in that respect I bad been 
mistaken, and they too had apparently been 
mistaken. We found that in some parts 
of the country certain other allowances 
had been made. . . for example that cer- 
tain miners were allowed to deduct the 
expense of explosives they were using 
when they were on a piece-work basis, and 
so on. There were some similar deduc- 
tions of that kind. I felt that if that was 
the case, and if it could be administered, 
it should be continued. 

How often in the past have recom- 
mended changes in the tax law designed 
to create more equitable treatment of 
certain classes of taxpayer been rejected 
on the ground that they would create ad- 
ministrative difficulties! Yet here is an 
instance where year after year the Minis- 
ter of Finance rejected a claim for the 
allowance of certain expenses in comput- 
ing salaried income because of the Na- 
tional Revenue Department’s contention 
that it could not be administered, and we 
are now told that officers of that same 
Department were, in fact, allowing the 
deduction in what must have been a large 
number of cases! While the National 
Revenue Department can surely derive 
no satisfaction from Mr. Abbott’s quoted 
statement, neither is it a creditable re- 
flection on our system of divided respon- 
sibility for taxation. 

Not only does divided Ministerial re- 
sponsibility mean that the policy-making 
Minister has not that essential back- 
ground of knowledge of the impact of 


his proposed measures on the individual 
flesh-and-blood Canadian citizen, but, as 
appears from a later debate in the Com- 
mons, it may in fact lead to the collec- 
tion of taxes by the Minister of National 
Revenue in a manner contrary to the 
expressed purpose of the Minister of Fin- 
ance and of Parliament which relied on 
him in giving its assent. 

In the House of Commons on May 23, 
1951, on a motion for committee of sup- 
ply, Mr. Donald Fleming, M.P. for 
Toronto-Eglinton, raised a question con- 
cerning what he described as the good 
faith of the government. He referred to 
an assurance given by the Finance Min- 
ister’s parliamentary assistant in Novem- 
ber, 1949 that a proposed amendment to 
the Excise Tax Act would not have a 
retroactive effect, which, Mr. Fleming 
said, the government in subsequent 
litigation contended, and contended suc- 
cessfully, did have a retroactive effect. 
(Gruen Watch Co. Vv. Atty.-Gen. of Can- 
ada [1950] O.R. 429). In the course 
of the debate Mr. Fleming asked the 
Minister of National Revenue, who had 
interrupted him, if he knew that the 
amendment introduced by the parliament- 
ary assistant was not going to have the 
effect stated concerning it, and intimated 
that if such were the case the Minister's 
conduct was the reverse of admirable. To 
this the Minister replied: 


On a question of privilege, the hon. mem- 
ber should withdraw the statement that I 
have allowed the house to be misled. I 
want him to understand that my position 
as Minister of National Revenue is not 
that of directing policy or making the laws 
with reference to the customs or Excise 
Tax Act. My position as minister of the 
department is one of administration. I 
suggest to the hon. member that it was 
his place to insist that that be stated speci- 
fically in the Act. I am not a lawyer, nor 
am I competent to discuss this matter on 
its merits from the point of view of the 
law, but I do know enough to understand 
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that both the trial judge and the court of 

appeal decided that unless it was stated 

specifically in the law, it did not apply. 

A few moments later, the parliament- 
ary assistant to the Minister of Finance 
assured the House that in moving the 
amendment in question two years before 
he was speaking for the Minister of Fin- 
ance, and added: 


I must confess that I have not followed 
the court cases. I would not be expected 
to for two reasons. First of all I am not 
a lawyer, and second, the administration 
of this Act once it is passed by Parliament 
falls under the Department of National 
Revenue. 


So in answer to a complaint that the 
Act is being administered contrary to the 
intention announced in Parliament, the 
Minister who administers the Act replies 
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that the policy of the Act is not his con- 
cern and a representative of the policy- 
making Department replies that the ad- 
ministration of the Act is not his con- 
cern. Each points to the other in absolv- 
ing himself from responsibility. 

The parliamentary assistant has since 
made a comprehensive statement in de- 
nial of the charge of bad faith, which 
Mr. Fleming has rejected as unsattsfac- 
tory. We do not desire here to express 
any opinion on the merits or otherwise of 
the dispute. But do not these two 
incidents suggest that the time has ar- 
rived for giving consideration to the re- 
lationship between the two Departments 
which are concerned with taxation, and 
perhaps of placing them under one Min- 
ister who can answer both for tax policy 
and for its administration ? 
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THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


Banff, Alberta, September 3 to 6, 1951 


The forty-ninth annual meeting of The Canadian Institute of Chartered Account- 
ants will be held in Banff, Alberta, at the Banff Springs Hotel on Monday to 
Thursday, September 3 to 6, 1951 for the reception of reports and other business. 


Further details are set out in the draft programme following. 


K. J. MORRISON, 
President 


Ciem L. KING 
Secretary 


Toronto, Ontario, July 3, 1951 








2:30 p.m. 


9:30 a.m. 
2:30 p.m. 


9:30 a.m. 
2:00 p.m. 


9:30 a.m. 
9:30 a.m. 
12:30 p.m. 
2:30 p.m. 
2:30 p.m. 


9:30 a.m. 
12:30 p.m. 


2:30 p.m. 


8:00 p.m. 


9:30 a.m. 
12:30 p.m. 


2:30 p.m. 


9:30 a.m. 
11:30 a.m. 
11:50 a.m. 

6:30 p.m. 

7:30 p.m. 





The Canadian Chartered Accountant, July, 1951 


49th ANNUAL MEETING 


Draft Programme 
In Calgary 


Thursday, 30th August 


Executive Committee 
Friday, 31st August 


Executive Committee 
Executive Committee 


Saturday, Ist September 
Executive Committee; Committee on Education and Examinations 
Executive Committee; Committee on Education and Examinations 


In Banff 
Monday, 3rd September 
Council 
Committee on Education and Examinations; Other Committees 
Luncheon: C.I.C.A. President’s luncheon to delegates and _ ladies 


Council 
Committee on Education and Examinations; Other Committees 


Tuesday, 4th September 


Council 
Luncheon: Alberta Government Luncheon to members and ladies, 


Speaker: Hon. E. C. Manning, Premier of the Province of Alberta 
General Session: 

(1) Management Problems in the Professional Office 

(2) Recruitment of Accounting Personnel 
Reception by Alberta Institute 


Wednesday, 5th September 
General Session: Oil Accounting 
Luncheon: Alberta Institute Luncheon for members. 
Speaker: T. Coleman Andrews, President, American 
Institute of Accountants | 
Programme as decided by Alberta Institute | 


Thursday, 6th September 


Annual General Meeting 

Council 

Executive Committee 

Reception by visiting Institutes in the name of the new President 
Dinner and Dance 


Special Programme for the Ladies 


The Entertainment Committee is arranging a programme of entertainment 
for visiting ladies, details of which will be announced later. 








Control Of Assets 





By W. G. Leonard, F.C.A. 


Assistant Professor of Commerce, Queen’s University 


This, the first of a series of three articles on this subject, grew 
out of evening lectures delivered at Queen’s University to a group of 
graduate engineers. This first article furnishes a general introduction 
and list of topics and discusses in detail the techniques of control over 
the acquisition of cash. The second will conclude the discussion of 
cash control and will deal with techniques of control over receivables 
and acquisition of inventories. The third will conclude the discussion 
of control over inventories and will also deal with control of invest- 
ment securities and long-term assets. 





List OF TOPICS 


7. SUBJECT is dealt with from 
the point of view of the accountant, 
but in non-technical terms so that it 
will have a similar meaning for the 
layman. I have also tried to adopt the 
viewpoint of business management 
rather than the specialized viewpoint of 
the professional accountant. 


The first topic is a general classifica- 
tion of management responsibilities 
which is dealt with in three sub-head- 
ings, (1) responsibilities to owners, (2) 
responsibilities to creditors, and (3) 
responsibilities to governments. 


The second topic is the capacities in 
which accountants are customarily use- 
ful to management in assisting them to 
discharge their responsibilities. This 


topic is sub-divided into (1) accountants 
as employees of business, and (2) ac- 


countants as independent professional 
practitioners. 

The third topic is a general classifi- 
cation of types of transactions in busi- 
ness assets for the purpose of instituting 
and maintaining effective management 
control. There are four sub-headings 
to this topic: (1) acquisition, (2) cus- 
tody, (3) utilization, and (4) sale or 
disposal. 

The fourth topic is the detailed study 
and description of a number of tech- 
niques of control which have been de- 
veloped under conditions of actual busi- 
ness practice for each of five main 
classes of assets. To this there are five 
main sub-headings, one for each main 
class of assets, namely, (1) cash, (2) 
receivables, (3) inventories or stock-in- 
trade, (4) investment securities and (5) 
fixed property and other long-term 
assets. 
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I — RESPONSIBILITIES OF MANAGERS 


1. To Owners 

A great many years ago all busi- 
nesses were managed by their owners, 
a situation still found in the family 
farm, the small corner store, the small 
eating place, and other small busi- 
nesses of the personal service type. But 
when we come to the large-scale in- 
industrial and commercial enterprises 
of today, the largest and most im- 
portant sectors of business activity, we 
find that those days are gone forever. 


The bulk of the nation’s business is 
now conducted by corporations. A signi- 
ficant feature of the corporate form of 
business organization is that it effects 
a clear-cut separation of the manage- 
ment function from the ownership 
function. 

When in ordinary conversation we 
speak of ownership, we think of a re- 
lationship which confers more or less 
complete control of the thing owned. 
The shareholder of a corporation is a 
part-owner of the corporation, but his 
relationship to the company is some- 
what similar to that of the beneficiary 
of an estate who has not yet come of 
age and whose rights and privileges 
are exercised on his behalf by a trustee 
rather than by himself, directly. 

For example, any one of us can go 
into the market and buy a few shares 
of International Nickel or Bell Tele- 
phone stock. Once we hold the shares, 
we are part-owners of the corporation. 
However, we do not acquire any legal 
tight to go to the head office and 
pester the management about the way 
the company’s affairs are being run. 
We have no right to look at the book- 
keeping records or to: ask questions 
concerning the day-to-day operation of 
our business. Neither do we acquire 


any rights, as shareholders, to take 
personal possession of any of the com- 
pany’s assets. 


The shareholders of a corporation 
delegate the rights of possession and 
management of the corporate assets to 
an administrative body known as the 
board of directors. The directors 
have both the legal right and the legal 
duty to take possession of and man- 
age the corporate assets as trustees for 
the whole body of shareholders. The 
directors hire the managers, the en- 
gineers, the accountants, and the law- 
yers, etc. whose assistance they feel 
they need in carrying out their re- 
sponsibilities, but they cannot delegate 
to these employees any of their per- 
sonal responsibilities for the protec- 
tion and administration of the assets 
of the business. 


In creating the very strong powers 
which have been granted to directors 
of corporations, the law has also laid 
upon them some very serious duties 
towards the shareholders. They must 
look upon the position of director as 
one of trust and not use that position 
to make any personal gain in any 
manner which might be detrimental to 
the interests of the shareholders as 
such. They also have a duty to call 
a general meeting of the shareholders 
once a year and to place a financial 
report before the shareholders at the 
annual meeting. The Canadian law 
lays down certain rules of minimum 
disclosure of financial information 
which the financial statements must 
provide. The shareholders are given 
the statutory right to receive adequate 
notice of the annual meeting, to at- 
tend it, to receive the report of the 
directors plus the report of the com- 
pany’s auditors, to discuss the report 
and vote on it, and to vote for the 
election or re-election of the directors 
and the auditors. 


The year-end financial reports ren- 
dered by the directors to the share- 
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holders are essentially a report of 
their stewardship. The technical work 
of preparing the financial statements 
will ordinarily be done by the account- 
ing staff of the corporation. The law 
also requires that the financial state- 
ments be reviewed or investigated by 
an auditor or auditors previously elect- 
ed by the shareholders whose duty it 
is to render a report or statement of 
opinion on the financial reports sub- 
mitted by the directors. The auditors 
are required to maintain an indepen- 
dent point of view from that of the 
managers or directors and to report 
to the shareholders (1) whether or 
not they were able as auditors to make 
an examination sufficiently adequate in 
scope to satisfy themselves and to en- 
able them to form an opinion of the 
accounts, and (2) whether or not they 
have formed a favourable opinion as 
to the fairness and adequacy of the dis- 
closures in the financial reports pre- 
sented by the directors. 


2. To Creditors 


In addition to the capital supplied 
by the owners of businesses, a good 
many businesses make use of addition- 
al capital borrowed from money-lend- 
ers. For modern business, there are 
at least three important sources of bor- 
rowed capital which are used exten- 
sively: 

(i) short-term credit granted to 
the business by suppliers of 
goods and services, 

(ii) short-term loans negotiated 
with the chartered banks — 
usually on the pledged secur- 
ity of the receivables or in- 
ventories of the business, and 

(iii) long-term loans _ secured 


through sale of bonds, nego- 
tiation of a mortgage loan, etc. 
— usually secured by the mort- 
gaging of real estate, plant, 








Mr. W. G. Leonard, F.C.A., a 
partner in the Kingston firm of 
England, Leonard, Macpherson & 
Co., Chartered Accountants, was 
admitted to the Ontario Institute 
in 1935 and elected a Fellow in 
1950. For a number of years he 
was a part-time instructor in In- 
stitute courses and since 1946 has 
been their administrative head as 
Assistant Professor of Commerce 
at Queen’s University. In 1950 
he was appointed director of Pro- 
fessional Courses in the School of 
Commerce and Administration at 
Queen’s. He is the author of the 
second edition of “Accounting 
Principles and Bookkeeping Pro- 
cedure”. 


and other long-term assets of 
the business. 

In connection with either short-term 
or long-term loans, the lenders of 
money are likely to exhibit a lively 
curiosity as to the financial progress 
of the business as evidenced by its 
financial statements. The loan con- 
tracts will usually provide for the 
periodical furnishing of certain types 
of information by the borrowers to 
the lenders. The contracts pledging 
specified assets as security for the loans 
will impose certain duties to safe- 
guard these assets and to account to 
the money-lenders for any proceeds 
which may be received by the business 
from their sale or disposal. 


3. To Government 

In any civilized country the com- 
munication between governments and 
business is a two-way traffic. Business 
looks to government for a variety of 
important services, a few of which are 
the maintenance of law and order, pro- 
tection to persons and property, educa- 
tion of children who will provide the 
business work force of the future, etc., 
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plus the numerous specialized services 
which may be provided by govern- 
ments for particular industries or par- 
ticular business locations. Likewise, 
business has some important duties im- 
posed upon it by governments, one of 
the most important of which is the 
duty to pay taxes. Usually, the law 
makes the taxes imposed on business a 
first charge on the assets of the business 
excepting only the priority accorded 
by law to wages of employees. In 
connection with some types of taxes 
such as the federal income and sales 
taxes and the provincial corporation 
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taxes, there is a legal duty laid on 
business to keep adequate bookkeep- 
ing records and to make periodic fin- 
ancial reports to government. In con- 
nection with such taxes as real estate 
taxes levied by the municipalities, 
there is a duty to permit access for 
purposes of assessment. Other mis- 
cellaneous duties laid upon business 
by governments include adherence to 
any minimum standards established by 
governments as to sanitation, working 
conditions of employees, minimum 
wages, etc. 


II — CAPACITIES IN WHICH ACCOUNTANTS MAY 
ASSIST BUSINESS MANAGEMENT TO DISCHARGE THEIR RESPONSIBILITIES 


1. Accountants Employed By Business 


The larger the individual business 
unit the more complicated and more 
difficult becomes the task of internal 
administration. Wise policies must be 
formulated, not only in broad outline 
but in detail. A wise policy must not 
only embrace a desirable result or end- 
product but it must include a detailed 
set of instructions covering the steps 
to be taken by each of the depart- 
ments of the business in practical co- 
operation with all the other depart- 
ments affected by the policy. 

If management is to be enabled to 
formulate wise and practical policies, 
management must be supplied with ac- 
curate and up-to-date information of 
day-to-day trends and developments in 
those areas which are likely to influ- 
ence the making and the amendment of 
business policies. Routine procedures 
must be established for the recording, 
classification, and useful arrangement 
of the developing facts of business in 
the form and at the time when they 
will be most useful to management 
for purposes of policy formulation. 

When a policy has been formulated, 


the problem arises of securing its ef- 
fective implementation. In any large 
organization, it is necessary to compile 
manuals or books of rules outlining 
the detailed procedures to be followed 
by various employees and defining 
their personal responsibilities. It also 
is necessary to establish definite pro- 
cedures for making amendments to 
the books of rules and to set up meth- 
ods of checking or verifying that the 
rules which are in effect on paper are 
actually being worked out in practice 
according to plan. 


These are chores of administration 
which a qualified accountant is com- 
petent to perform, and a good many 
accountants are employed in commerce 
and in industry to look after matters 
of this sort. In addition to more rou- 
tine duties, the accounting staff of a 
business will be called upon from time 
to time to dig out from the records 
and to classify and arrange the facts 
and interpretations of the facts which 
management requires for various re- 
ports which must be prepared for sub- 
mission to owners, creditors, or gov- 
ernments. 
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2. Accountants As 
Independent Practitioners 
Business managements are common- 
ly assisted by independent public ac- 
countants in either or both of two 
capacities: 

(i) As statutory auditors ap- 
pointed by the shareholders to in- 
vestigate the accounts and the finan- 
cial reports of the business and to 
render an independent statement of 
opinion thereon. The credibility 
of the year-end financial reports is 
enhanced, not only in the eyes of 
the shareholders, but in the eyes of 
all other readers by the knowledge 
that independent and competent in- 
vestigators have made an examina- 
tion of them and of the records 
upon which they are based and have 
issued a favourable report. The fact 
that the various key employees of 
the business know that a critical ex- 
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amination will be made of their 
work and their methods may be of 
considerable assistance to manage- 
ment in keeping the routine chores 
of business administration operat- 
ing at a comparatively high level 
of efficiency. 

(ii) As expert accountants with 
considerable accumulated experience 
in and knowledge of administrative 
and organizational techniques, the 
practising public accountants often 
are able to be of considerable ser- 
vice to management in organizing 
or re-organizing business methods. 
They may be asked to make studies 
of the administrative methods of a 
particular business and to submit 
recommendations with a view to 
improvements in the operating ef- 
ficiency of various departments of 
the business or of the business as a 
whole. 


III — TYPES OF TRANSACTIONS IN 
BUSINESS ASSETS REQUIRING MANAGEMENT CONTROL 


1. Acquisition 

The basic problems having to do 
with acquisition of business assets are, 
first, deciding just what it is that 
the business needs to acquire, and, 
second, devising methods which will 
obtain for the business the most value 
for the least expenditure. Many of 
the decisions which have to be made 
in this general area involve the bal- 
ancing of and the compromise be- 
tween efficiency considerations on the 
one hand and offsetting cost consid- 
erations on the other hand. If the 
only criterion were absolute mechani- 
cal efficiency, there would arise the 
danger of acquiring such an expensive 
establishment that the business might 
price itself right out of its market. On 
the other hand it is well known that 


an article or even a prospective em- 
ployee with the lowest price tag at- 
tached is not always the cheapest pur- 
chase from the standpoint of low-cost 
business production or operation. Thus, 
if we use the term efficiency to mean 
a policy or action which tends to maxi- 
mize the net profits of the business, 
the most effective policies will occa- 
sion the working out of compromises 
between considerations of absolute or 
ideal mechanical efficiency and con- 
siderations of comparative cost. 


2. Custody or Control 


Once the business has laid out an 
expenditure to acquire an asset for 
business purposes, the possibility aris- 
es that the expenditure may be wasted 
unless there is a method of making 
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sure that the asset actually is applied 
to the purpose for which it was ac- 
quired. For example, a machine pur- 
chased by the business may be handled 
carelessly and may get badly damaged 
or be improperly installed so that it 
never comes into effective use; or 
materials or loose tools may be stolen 
and carried home by workmen or other 
unauthorized persons. It is somewhat 
fruitless for a management to buy 
wisely without also making sure that 
the assets acquired for business use 
actually are applied to their intended 
purposes. 

This problem of proper custody of 
business assets between the time of 
their acquisition and the time when 
they actually are used or resold is a 
serious problem in any modern busi- 
ness where items of considerable 
money value and small physical bulk 
are handled. Here again it is neces- 
sary to work out a compromise be- 
tween considerations of efficiency and 
considerations of comparative cost. An 
absolutely effective method of control 
often would not justify its cost. How- 
ever, the omission of all formal control 
devices as a calculated risk usually will 
prove far too costly and wasteful a 
policy. The problem is one of find- 
ing a method of control which will 
tend to minimize the losses and still 
not be too costly to operate. 


3. Utilization 
Frequently, in the operations of a 
business, there will be more than one 
possible way to accomplish a desired 
result. There often will seem to be 


a free choice between a variety of 
methods all of which are physically 
possible and each of which seems to 
offer some definite advantages. When 
such a situation develops, it is neces- 
sary that choices be made; and from 
the point of view of business manage- 


ment, it is desirable that the choices 
be wise choices. 

In any particular production pro- 
cess, it may be an open question as 
to whether or not a particular method 
of making use of given quantities of 
goods and services is as efficient or 
as economical as an alternative method 
would be. The considerations of ab- 
solute mechanical efficiency are of 
course determined by the engineers, 
the chemists, and the other practical 
men. But when you come to the bal- 
ancing of considerations of mechani- 
cal efficiency against considerations of 
comparative cost, you move into a field 
where the qualified accountant is com- 
petent to render assistance. 


The accounting staff of an indus- 
trial business often may make a use- 
ful contribution — as part of the man- 
agement team — to its administrative 
efficiency by developing and operating 
useful and workable standards or 
measuring-sticks which will show in- 
creases or decreases in the operating 
efficiency of various departments or 
production centres on a day-to-day or 
a week-to-week, or a month-to-month 
basis. A management which is pro- 
vided promptly with accurate compari- 
sons of this sort will be in a much 
better position to detect the weak- 
nesses and to adopt prompt and effective 
remedial measures than a management 
of equal ability which has to rely on 
intuitive knowledge as to the reasons 
for what is taking place. 


4. Sale or Disposal 

The basic problem here is that of 
obtaining the best possible return for 
the business relative to the capital em- 
ployed to obtain the return or rela- 
tive to the outlays which had to be 
made in order to prepare the assets 
for sale or disposal. 

The net return which the business 
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earns from sale of goods and services 
is the margin between the amounts 
which come in as revenue and the 
amounts which go out as costs of get- 
ting the goods and services ready for 
sale and then selling them. 


Sometimes, a _ short-run situation 
will arise in which the more a busi- 
ness produces and sells of a certain 
article, the greater the losses will be. 
This may be a purely temporary situ- 
ation, or it may be one which the 
management has deliberately invited in 
order to gain a greater business ad- 
vantage elsewhere. However, it obvi- 
ously is desirable that whenever such 
a situation exists, the facts shall be 
known to management so that con- 
tinuation of such a situation shall be 
the result of a deliberate manage- 





ment decision and not of lack of 
knowledge or wrong interpretation of 
the facts. 

It is desirable in this general area, 
as in others, to plan ahead and to es- 
tablish standards or yardsticks of per- 
formance against which subsequent 
achievements may be measured and 
favourable or unfavourable trends not- 
ed. This does not mean that the man- 
agement plan either can or ever should 
be rigid or based on an unchanging 
formula. Plans must be flexible and 
must contain provision for periodical 
verification and amendment. They 
must be flexible and capable of being 
adapted to the variations in external 
conditions to which a business is al- 
ways subject and which cannot safely 
be ignored. 


IV — MAJOR GROUPINGS OF BUSINESS ASSETS 
FOR WHICH CONTROL METHODS WILL BE DISCUSSED 


The three topics discussed thus far 
are intended as an introduction to the 
general method or plan of approach 
indicating the point of view from 
which the fourth topic has been stud- 
ied. The objectives and purposes of 
asset control have been indicated and 
we now pass on to a detailed study 
of the techniques which have been 
found useful in practice in accomplish- 
ing these purposes. 


1. CASH 
(a) Acquisition of Cash 

From the viewpoint of safe and 
sound administration, it is vital that 
a routine and absolutely assured meth- 
od be provided of securing prompt 
and accurate recording of cash trans- 
actions at the time when they take place. 
Unless a permanent record is created 
at the time when the cash is received 
by an employee of the business, ef- 
ficient cash control will be impossible. 


The devices by which business manage- 
ment may try to ensure the immediate 
recording of cash at the time when it 
is received are many and varied and 
must be tailored to meet the peculiari- 
ties of any special business situation, 
but I will try to describe a few of the 
more common devices in practical 
business use. 

In retail stores where currency is 
received over the counter in volume, 
the problem of immediate recording is 
particularly acute because the sales of 
goods and the receipt of the cash take 
place at one and the same time and 
are part of a single transaction so 
that if no record is made at the time 
the transaction takes place, there is no 
independent record of any other trans- 
action with which it may subsequently 
be verified. Therefore, failure to make 
such a record will render it impossible 
to prove whether or not the cash on 
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hand at the end of each business day 
is in agreement with the amount which 
should be on hand as a result of the 
sales made during the day. One de- 
vice for getting each sale recorded 
promptly is the mechanical cash regis- 
ter. This machine offers the psycho- 
logical protection of having the cus- 
tomer stand there and watch the 
amount of the sale being “rung up” 
in bold figures on the face of the 
machine. Once this has been done, a 
permanent printed record of the trans- 
action has been created, which record 
is “under lock and key” inside the 
machine and cannot be tampered with 
by any member of the sales staff. The 
head cashier comes around, counts the 
cash and verifies its agreement or dis- 
agreement with the printed record at 
least once a day. 

A device which is widely used in pri- 
vate clubs or plant cafeterias, etc. is 
the use of printed tickets or of signed 
“chits” rather than cash in the mak- 
ing of purchases. In the case of tick- 
ets, control of sale of tickets is based 
upon control of consecutive numbers 
printed on the tickets. With the chit 
system the sales become a matter of 
record in the members’ accounts be- 
fore any cash is received or receivable 
and the subsequent payment of the 
weekly or monthly accounts is com- 
paratively easy to control by refer- 
ence to the signed chits on file. 


Some businesses make use of a still 
different device. They provide their 
sales staff with counter-check books or 
“whiz” machines which make provi- 
sion for the automatic duplication of 
sales slips which the employees are 
instructed to write out for every sale 
made by them. One copy of each sales 
slip remains in the book or machine, 
which thus provides a permanent 
record of the day’s transactions. The 
sales slips are machine-numbered con- 





secutively by the printers and the busi- 
ness management provides for strict 
control to be maintained over supplies 
of unused forms in order to prevent 
their unauthorized use. Customers 
are encouraged always to request a 
receipt for payments made and em- 
ployees are instructed that they are 
never to fail to issue a written re- 
ceipt in proper form to any person 
from whom a payment is received. 

In any business where cash is re- 
ceived through the mail, it is a wise 
precaution to establish a routine pro- 
cedure by which either an official or 
a trusted employee who has no duties 
in connection with the bookkeeping 
or cash records shall open the mail 
and prepare a list in duplicate of all 
remittances contained therein. Both 
copies of the list should be signed or 
initialled by the person preparing it. 
One copy should go with the cash to 
the cashier for inclusion in the records 
and in the daily bank deposit, and the 
other copy should be retained on file 
so that it may be available for any sub- 
sequent verification of the cash re- 
ceipts. 


It is always necessary to have the 
handling of cash hedged about with a 
clear-cut and comprehensive set of 
rules. One of the important rules is 
that customers and other persons who 
will be making payments in settlement 
of their accounts with the business 
should be advised always to remit by 
cheque made payable “to order of” 
the business and not made out in the 
name of the treasurer or any other 
employee of the business. For ex- 
ample, an incorrect method which one 
may often see in connection with clubs 
and other organizations is to have a 
cheque made payable to “John Smith 
— treasurer of such and such company, 
club or association”. The correct way 
is to make it payable in the name of 





——-— —_ woo @ 


we 


f 
i 
& 
E 
* 
i 
. 





Control of Assets 


the company, club, or organization 
with no mention of the name of any 
individual. Then, the bank will have 
no excuse for accepting the cheque to 
be cashed by an individual rather than 
accepting it for deposit only which is 
the well-established banking rule in 
connection with cheques made payable 
to corporate bodies, clubs, etc. How- 
ever, Many cases come to light from 
time to time of bank employees be- 
coming very careless in the enforce- 
ment of this rule, so it is wise policy 
for the business to establish a rule 
that as soon as cheques or money or- 
ders come into its hands, a stamped en- 
dorsement shall be affixed with the 
words “FOR DEPOSIT ONLY” print- 
ed in bold type. This should be done 
by the person opening the mail at the 
same time as he prepares the list of 
remittances received. 

In all cases where the number of 
office employees makes it practicable, 
the management should devise and 
maintain a well-defined division of 
duties among individual employees 
which will provide that the employees 
who take in and handle the cash shall 
never be the same as those who make 
the entries in the books or who pre- 
pare and mail the accounts rendered 
to customers. Experience has shown 
that defalcations are much more likely 
to occur in situations where one dis- 
honest employee working in secret 
is able to cover his own shortages by 
falsification or omission of entries in 
records which are within his own 
control than in situations where he 
would have to rely upon the collusion 
or carelessness of some other employee. 


Safeguards based upon division of 
duties among different employees are 
not always possible in smaller busi- 
nesses especially those where the 
volume of office work is not sufficiently 
great to warrant employment of a 
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number of office workers. But even 
where there are only two office em- 
ployees, a great deal may be accom- 
plished in the separation of the 
cashier’s function from the bookkeep- 
er's function provided the management 
keeps the guiding principle of division 
of duties firmly in mind. 

Whenever such a division of duties 
is not possible, the management should 
recognize its lack as a definite weak- 
ness in the cash control and should 
try to provide close personal super- 
vision of the cash procedures from 
time to time and without advance 
notice. Whenever possible, there 
should be occasional rotation of 
duties among office employees. For 
example, the office employees should 
be required to take an annual vaca- 
tion and to take it all at one time— 
mot a day here and a day there. 
While they are away, someone else 
should take over their duties and 
should keep their work up to date. 
No one employee should be permitted 
to grow into the kind of “rut” which 
seems almost an occupational disease 
with some bookkeepers, where he 
feels and everyone else in the office 
agrees that no one else in the office 
knows what his procedures are and no 
one else is capable of taking over his 
work and his records in his absence. 

Experience has shown that the in- 
cidence of cash frauds is particularly 
high in the case of trusted employees 
who were trusted so completely that 
they were acutely conscious of the 
fact that there was no independent 
check or supervision over the perfor- 
mance of their duties. Often, this so- 
called “trust” of the manager or pro- 
prietor is merely another name for 
administrative laziness. In such cases, 
the temptation to the employee to start 
“borrowing” his employer's funds 
may become too great for him to resist 
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and, once he has started, the habit 
is likely to grow. It may not be 
stating the case too strongly to say 
that wilful failure of business man- 
agers to instal a reasonably prudent 
system of cash control is as morally 
reprehensible as it is unwise. The 
moral responsibility of managers 
whose policies tend to make the temp- 
tations of their employees stronger 
than they can bear is, in my opinion, 
a considerable one. 


One important rule of cash control 
which should be strictly enforced is 
that all moneys received by the busi- 
ness should without exception be de- 
posited intact into the bank account 
of the business. Instructions should 
be issued and rigidly enforced that all 
disbursements must be made out of 
the bank account or out of special 
cash funds established for that specific 
purpose but never out of the cash re- 
ceipts. It should be the duty of some 
one person to count the daily aggre- 
gate of cash taken in, to agree the 
total with the amount which should be 
on hand as shown by the records of 
transactions and to make a permanent 
record of the balancing and of any un- 
explained overages or shortages. This 
record operated over a period of time, 
will show, among other things, any tend- 
ency of certain employees to have too 
many overages or shortages, which tend- 
ency might indicate to management a 
lack of aptitude of the particular employ- 
ees for work of this nature. The total 
cash on hand should be taken to the 
bank and deposited each day as soon 
as the cash balancing has been com- 
pleted and recorded. Experience has 
shown that the cash balancing is a 
fairly simple operation when it is done 
promptly each day as a routine pro- 
cedure and when each day’s balancing 
is separated from that of every other 
day. However, if cash receipts are not 


balanced promptly and if employees 
are permitted to carry forward cash 
balances from one day to the next, it 
is easy for all sorts of errors and ir- 
regularities to creep in which will be 
extremely difficult to trace or to cor- 
rect in the absence of a clear-cut iden- 
tification of the components of the 
cash balance. 


Perhaps an additional word of warn- 
ing is necessary in this connection. It 
is not enough merely to instal a good 
system of cash control and then hope 
it will run itself; it is mecessary to 
check continuously to see that the sys- 
tem continues to operate as planned. 
Most experienced auditors will re- 
member occasions when they inquired 
into the absence of some particular 
safeguard which management had as- 
sured them was in continuous opera- 
tion only to be told by some flippant 
young employee, “Oh, we used to do it 
that way. But it seemed kinda silly 
to do all that extra work for noth- 
ing. So we changed it and did it an 
easier way which we like much bet- 
ter”. Often the so-called unnecessary 
operation that had been omitted was 
the making of a key record which was 
planned to furnish independent verifi- 
cation of important procedures. 


The foregoing outline should suf- 
fice to provide an insight into the 
basic considerations which management 
should keep in mind in planning the 
system of internal control over receipt 
and deposit of cash. Perhaps you may 
think that I am inclined to emphasize 
unduly the importance of mechanical 
or accounting controls. Therefore, I 
feel called upon to make it clear that 
I think that the human element is 
always the most important factor in 
this as in any other serious problem. 
There is no substitute, in any business, 
for the personal honesty and the per- 
sonal loyalty of individual employees. 
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It is vital to successful business opera- 
tion to select employees carefully, to 
train them adequately, and to supply 
them with good leadership and direc- 
tion. However, the importance of 
good personnel management is one of 
the very best reasons for having a 
good system of mechanical controls. 
When the management is in effective 
control and has knowledge of what 
is going on, the capable and honest 
employee has the feeling that his per- 
sonal areas of responsibility are pro- 
perly delineated and he is protected 
from the possibility that no distinction 
may be made between his work and 
that of the reckless, foolish fellow who 
cannot be entrusted with even small 
responsibilities. In an office where em- 
ployees have the feeling that no special 
notice is taken of good work and that 
no personal responsibility is proven 
for the poor work, the general level 
of accomplishment is not likely to be 
as high as it should be. 


Many business managements deem it 
a wise precaution to take out fidelity 
bonds with a surety company for all 
employees whose duties include the 
handling of cash, the signing of 
cheques, or the custody or shipping of 
valuable merchandise. Such a policy 
will not, however, provide protection 
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to the business unless cash controls are 
adequate to establish the personal res- 
ponsibility of a particular employee for 
any fraud which may be committed. 
In the absence of good internal con- 
trol, frauds may occur and the man- 
agement may not even be aware of 
them. For example, the gross margin 
from sales may be abnormally low and 
the management may be morally cer- 
tain that something is wrong but they 
may not know how to find out wheth- 
er goods are being stolen from the 
warehouse, whether cash sales are be- 
ing made and not recorded, or wheth- 
er employees are making unrecorded 
deliveries of goods to unauthorized 
persons, etc. Unless the control pro- 
cedures are sufficiently good to es- 
tablish not only what has happened 
but who is responsible, the contract 
with the bonding company furnishes 
no protection to the assets of the busi- 
ness. 

Finally, there is the wisdom of the 
old proverb that “an ounce of pre- 
vention is worth a pound of cure”. 
The best system is that which en- 
courages employees to be honest and 
efficient and so tends to prevent 
trouble by not permitting serious ir- 
regularities to occur. 

(To be continued) 
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Costing Techniques As 
An Aid to Management 


By Albert E. Bishop, C.A. 


Costing techniques are applicable to 
all types of business, including small business 





gare PRIMARY responsibility of the 
chartered accountant in audit work 
is to the shareholders of the company. 
His appointment is made by the share- 
holders, and his audit is undertaken 
with a view to a report on the financial 
statements to be submitted to the share- 
holders. I propose to discuss an aspect 
of the chartered accountant’s work which 
is of a different nature. I refer to con- 
sulting work in connection with costing 
techniques where we are called on to 
advise our clients at the instigation of 
the management rather than of the 
shareholders. 

I am also visualizing the costing tech- 
niques as applying to small and medium- 
sized businesses where management is 
interested in learning what steps should 
be taken to make the accounting more 
informative, and what developments 
should be undertaken to provide reports 
to assist in judging the efficiency of the 
operations of the business. Costing 
techniques are applicable to all types 
and sizes of businesses, and while it may 
not be practical to develop the tech- 
niques in smaller businesses to the same 
extent that they can be utilized in large 
companies, nevertheless the need for 
their use is quite as urgent. 


Problems of Management 

Management's problem is to measure 
the results of actual operations against 
objectives. Has management accomplish- 
ed the results which it set out to achieve? 
This question may be answered either 
in the affirmative or the negative, but 
such an answer is still inconclusive. It 
must be further elaborated to indicate 
where deviation from the objectives has 
occurred, to what extent deviation has 
taken place, and perhaps above all, why 
deviation has occurred. Management 
should be supplied with the answers to 
these questions and must be informed in 
sufficient time so that it can take the 
necessary corrective steps with the mini- 
mum of delay. 


Limitations of Financial Statements 

Having regard to the problems of 
management it will be obvious that the 
ordinary orthodox financial statements 
are limited in usefulness in exercising 
the functions outlined. Unless a bud- 
get has been prepared and the state- 
ments show comparison of actual results 
against this budget there is no indication 
as to whether the objectives have been 
attained. The trend towards preparation 
of comparative financial statements 
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should be encouraged, but we should 
also recognize the shortcomings of such 
statements in that comparing one period 
with another period, while showing a 
trend of results, still fails to measure 
actual results against an objective. 

The financial statements are necessar- 
ily a summary of historical data, and 
even if prepared at monthly intervals 
frequently cover too long a period and 
allow too long a delay between the oc- 
currence of events and their being 
brought to the attention of the manage- 
ment. 

Finally, financial statements reflect the 
impact of all causes into an aggregate 
report and generally cannot satisfy 
management’s eternal question — 
“Why?”. 

While recognizing the limitations of 
financial statements we must also realize 
the importance of the financial books of 
account in providing a basic classification 
of income and expenditure which is 
used not only for purposes of preparing 
the financial statements but also as the 
basis for and the control of reports 
prepared under proposed costing tech- 
niques. 


Classification of Accounts 


It is essential, therefore, that an ade- 
quate classification of accounts should be 
established in the financial books. In 
particular, a proper segregation of direct 
labour from indirect labour, and from 
manufacturing salaries and other salaries, 
is advisable either in the general ledger 
or in some form of subsidiary analysis 
of the general ledger accounts. Similar- 
ly, a distinction between direct materials 
and indirect materials is called for. It 
is also essential that the classification of 
individual charges to these accounts 
should follow the same definitions as 
are used in the costing techniques. A 
proper segregation of manufacturing ex- 
penses from other expenses should be 
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provided in a classification reasonably 
wide enough to provide for the accumu- 
lation of expenses according to their 
nature. 

Consideration should be given to the 
segregation of sales returns and allow- 
ances on sales in order that the impact 
of such items on gross income may be 
measured. Where the operations of the 
company cover both manufacturing and 
resale, the income from the sale of 
manufactured goods should be separated 
from that derived from resale merchan- 
dise. Similarly, the purchase cost of re- 
sale merchandise should be classified 
separately from raw material purchases. 
In order that its impact on cost may 
be measured and accrued from period 
to period I would suggest that the cost 
of paid holidays should be separated 
from other labour costs. 


Labour Costs 


Let us now consider some of the 
costing techniques which could be es- 
tablished to provide reports to manage- 
ment on the efficiency of the labour 
force. 


Standard Labour Complement 


As an initial step I suggest that a 
schedule of standard labour complement 
and cost at normal level of activity be 
compiled. This schedule would show 
the number of employees normally en- 
gaged in each occupation evaluated at 
going rates of pay. It would be built 
up having regard to the normal hours 
per week worked by each employee and 
the normal number of weeks per an- 
num that the plant is operated. It would 
provide for the departmentalization of 
the labour cost where departmentaliza- 
tion is indicated as desirable, and would 
also be broken down between those oc- 
cupations which are deemed to be direct 
and those which are indirect. 


The schedule is in effect a normal 
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budget of labour cost expressed both in 
terms of hours of work and dollars of 
cost. It reflects what is considered to 
be normal activity and establishes the 
basic relationship between direct and 
indirect labour. It provides certain of 
the basic information for the compila- 
tion of estimated or standard product 
costs. 

It is surprising in practice the help 
that is indirectly given to management 
in preparing and submitting such a 
schedule. More particularly in respect 
of indirect labour it focuses manage- 
ment’s attention on the incidence of in- 
direct labour cost and, through the stud- 
ies involved in the setting up the sched- 
ules, frequently directs attention to pos- 
sible economies. 


Labour Reports — Efficiency 

Management is interested in the com- 
parison of actual results against objec- 
tives. The objectives for direct operators 
are built up in the form of perform- 
ance standards which are expressed in 
terms of “minutes per unit of produc- 
tion” and which can be converted to 
“cost per unit of production” by apply- 
ing the relative rate per hour in the 
particular occupation being dealt with. 
The practice of expressing performance 
standards in terms of time (‘minutes 
per unit of production”) should be 
clearly understood. It is apparent where 
operators are paid on an hourly basis 


that time is the basic factor in the cal- 
culation of pay and also in the cost of 
the units produced during the time cov- 
ered by the pay. Where employees are 
remunerated on a piece-work or incentive 
basis the approach taken is that em- 
ployees are still paid for the actual time 
they spent on productive work at basic 
hourly rates, but that in addition they 
are paid a premium for the time saved 
over and above that allowed in the stan- 
dard on which the piece or bonus rate 
was established. It is obvious that if 
the hourly rate of pay is known, the 
piece-work rate, even expressed in terms 
of cents per unit of production, can be 
converted to the basis of minutes per 
unit of production. The great advan- 
tage in costing techniques arising from 
the conversion of production into terms 
of time is that it provides a common 
factor in which to express production. 
Thus the production of a single oper- 
ator, varying as it may in types, may, 
when converted to time, be accumulated 
and expressed as representing the total 
production of that operator. Similarly, 
the production of several operators in 
one department or in a whole plant, 
when expressed in terms of time, may 
be added together to arrive at a total 
of like items. Thus we eliminate the 
pitfalls of adding together ‘‘apples’’ and 
“oranges” and arriving at a figure 
which has no proper significance. 


Having expressed production in 
terms of equivalent time for each oper- 
ator, we can now produce a report to 
management which measures the hours 
“produced” (usually referred to as 
earned hours) against the actual hours 
spent by the employee on productive 
work. The earned hours divided by the 
actual hours (multiplied by 100) ex- 
presses the efficiency percentage attain- 
ed by that operator. While it is fal- 
lacious to add together percentages in 
order to arrive at an average, a true de- 
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partmental or plant efficiency percentage 
can be developed on the report by add- 
ing together the earned hours of all 
operators and the actual hours of all 
operators, and by dividing the total 
earned hours by the total actual hours 
(multiplied by 100). The total actual 
hours used in this report would, of 
course, agree with the total actual hours 
shown on the payroll as being applic- 
able to direct labour. 


Depending on the circumstances, such 
a report covering direct labour efficiency 
may be prepared daily or weekly having 
regard to the requirements of manage- 
ment for the effective following-up of 
efficiencies attained. The reports may 
cover individual operators and/or may 
be in the form of departmental reports 


. either detailed or summarized. They 


should be in such form that they can be 
discussed with the departmental super- 
intendents or foremen concerned. They 
answer the question of management as 
to how closely direct operatives have 
met the objectives set for them. We 
have answered the questions — where 
(each operator or each department) — 
to what extent (expressed in percent- 
ages), and why (operator efficiency). 


Activity Reports 

Management is also interested in 
measuring the level of activity of oper- 
ations against the objective activity. 
From the direct labour analysis we have 
ascertained the actual hours of direct 
labour. By reference to the standard 
labour complement schedule we can as- 
certain the objective direct labour hours 
for each department or for the plant as 
a whole, and the activity report would 
indicate the activity percentage attained 
by dividing the objective hours by the 
actual hours (multiplied by 100). Man- 
agement is thus advised as to the extent 
objective activity has been attained for 
the period covered by the report. 
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Indirect Labour Report 

Management is interested in the meas- 
uring of the actual indirect labour cost 
against the objectives, having regard to 
the level of activity attained. If indirect 
labour bears a direct relationship with 
direct labour and is deemed to vary pro- 
portionately with direct labour we have 
the basic information available on which 
to compute the extent to which objec- 
tives have been met. From the standard 
labour complement schedule the objec- 
tive relationship of indirect labour hours 
to direct labour hours can be expressed 
for each department or for the plant as 
a whole as a factor (indirect labour 
hours per direct labour hours). Know- 
ing the actual direct labour hours work- 
ed we can apply this factor to arrive at 
the equivalent indirect labour hours 
which should be required having regard 
to the actual level of activity. Com- 
parison of the actual indirect labour 
hours with this equivalent will indi- 
cate the excess or saved indirect hours. 

Care must be exercised in the premise 
on which this report is built up. It may 
be found that a certain proportion of 
the indirect labour hours is fixed or 
partly fixed notwithstanding variations 
in activity. In this event it may be neces- 
sary to prepare a supplementary schedule 
in the form of a flexible indirect labour 
budget which sets out at varying levels 
of activity the complement of indirect 
workers and equivalent hours of indirect 
workers required at the different levels 
of activity. Different factors would then 
be computed at various levels of activity 
and used in preparing the report of ex- 
cess or saved hours. 

While in some plants standards of 
performance have been established for 
indirect workers, this is not general prac- 
tice and information as to the efficiency 
of indirect workers as such is usually 
lacking. We must, however, consider 
the effect on indirect labour of the ef- 
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ficiency of direct operators. Attain- 
ment of higher than objective efficiency 
by direct operators, without correspond- 
ing increase in the indirect labour force, 
results in a saving of indirect labour 
cost in terms of units of production. 
Conversely, lower efficiencies create ex- 
cess costs of indirect labour in terms of 
units of production. The effect of the 
efficiency of direct labour in indirect 
labour cost can be readily measured. 
Knowing the earned hours of direct 
labour and the actual hours of direct 
labour we can subtract the one from the 
other and apply the predetermined fac- 
tor of “indirect labour hours per direct 
labour hour” to the difference. This 
indicates the saving or loss of indirect 
labour hours because of the efficiency of 
direct labour. 

It has been assumed that indirect 
labour bears a direct relationship with 
direct labour and is deemed to vary 
proportionately with direct labour. How- 
ever, the characteristics of the indirect 
work must be examined before assum- 
ing that this is so. It may be that the 
work is more closely identified to the 
tending and maintaining of productive 
machinery, in which case it may be 
more correct to relate the requirements 
in indirect workers to machine hours 
rather than man hours. The costing tech- 
niques would be similar but would pro- 
vide for the development of factors in- 
dicating indirect labour hours per ma- 
chine hour rather than per direct labour 
hour. It may be that other bases such 
as quantity or weight of production 
may even be a truer measure of in- 
direct labour requirements. The proper 
basis can only be determined after study 
of the particular circumstances prevail- 
ing in the factory concerned. 


Dollar Comparisons 


The reports visualized so far have re- 
flected performance and comparisons in 


terms of time. As we have seen, the 
use of time allows for the accumulation 
and summation of results by processes, 
departments, or the complete plant. It 
also allows for accumulation of results 
daily, weekly, monthly, or any other 
period desired. 

Knowing the rates of pay used in the 
preparation of the standard labour com- 
plement schedule, and assuming that no 
changes have taken place, it is a simple 
matter to evaluate the difference be- 
tween actual time and objective time by 
applying the appropriate rates of pay. 
The costing techniques allow for these 
calculations to be made on the basis of 
summaries of time rather than the tedi- 
ous job of allocating and valuing the 
time of each worker on each operation 
he has performed. 

If rates of pay have changed since 
the time of preparing the standard 
labour complement schedule, while these 
changes will not affect those reports ex- 
pressed in terms of time, it will be 
necessary to establish as a separate item 
the effect of the difference between the 
actual rates of pay and the objective 
rates used in the standard labour com- 
plement schedule. This is usually done 
before evaluating time variances shown 
in the reports previously referred to. 


It will thus be seen that we can now 
supply management with a summarized 
report by processes, departments, and the 
whole plant, as to the cost (in terms of 
dollars) of the deviations which have 
occurred between the actual performance 
of labour and the objective perform- 
ance. Furthermore, we can break this 
cost down, within each process or de- 
partment, to the reasons why it has 
arisen. 

You will notice that I have referred 
to the costing techniques in relation to 
indirect labour separately from over- 
head. Modern developments of manu- 
facturing techniques and methods tend 
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towards the classification of a larger 
proportion of labour as indirect in the 
sense that the efforts of indirect work- 
ers cannot be directly assigned to a par- 
ticular unit of production, although their 
work may be identified to a particular 
department. For this reason I feel that 
consideration should be given in estab- 
lishing costing techniques to segregat- 
ing this type of indirect labour cost from 
overhead, and in effect treating it as a 
separate element of cost. There can, of 
course, be no hard and fast rule, and 
decision must be made having regard to 
the circumstances in each particular case. 
Where indirect labour is a substantial 
portion of the total labour cost it would 
appear desirable to provide manage- 
ment with reports separate from the 
overhead reports setting out the extent 
to which the cost objectives for in- 
direct labour have been met. 


Overhead Cost 
We can now consider some of the 
costing techniques which should be set 
up to provide reports to management 
indicating the extent to which overhead 
objectives have been met. 


Overhead Budget 


You will recall that the first step in 
our costing techniques relating to labour 
was the preparation of a standard labour 
complement schedule based on normal 
level of activity. Similarly, our tech- 
niques relating to overhead would com- 
mence with a budget of overhead at 
normal level of activity. This budget, 
which, in ordinary circumstances would 
cover manufacturing expenses, will be 
prepared following the classification of 
accounts adopted in the general books 
of account. Ordinarily, it should pro- 


vide for a division of expenses between 
those which are relatively fixed in nature 
and those which vary in reasonable pro- 
portion to the activity of the plant. De- 





21 


partmentalization of the expenses will be 
provided where necessary, but I do not 
propose at this time to go into the vari- 
ous bases (floor space, machinery values, 
direct labour, horse power, etc.) which 
may be used in making departmental al- 
locations. The preparation of the nor- 
mal budget will require the use of con- 
siderable judgment, and the actual ex- 
penses of the previous year should not 
be used without giving consideration to 
such things as price trends, abnormal or 
subnormal expenditures, current level of 
salary costs, adequate depreciation pro- 
visions, etc. 

If, after examination and study, it ap- 
pears that direct labour is the appropri- 
ate basis for applying overhead, it is a 
simple calculation to compute the stan- 
dard overhead rate in each department 
per direct labour hour by reference to 
the departmental totals shown on the 
overhead budget and the departmental 
direct labour hours shown on the stan- 
dard labour complement schedule. As 
in the case of indirect labour we must 
examine other bases such as machine 
hours in determining the appropriate 
basis to be used in applying overhead. 


Overhead Reports 


The accumulation of earned hours 
(the production obtained multiplied by 
the objective performance standards) has 
been provided in our labour summaries 
and reports. Multiplying these earned 
hours in each department by the ap- 
propriate standard rate per hour develop- 
ed from the overhead budget provides 
us with the dollar value of overhead 
absorbed in production. Comparison 
of this figure with the actual overhead 
for the period under review reveals the 
total difference or variance representing 
the under or over-absorbed overhead. 

We have thus determined for re- 
porting to management the extent to 
which we have met the overhead objec- 
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tives. Through analysis of actual over- 
head to departments we are able to 
point out to management where the 
actual overhead has deviated from the 
objectives. Management is now interest- 
ed in why these deviations have occur- 
red. 


Dealing with fixed overhead and based 
on the premise that fixed overhead does 
not vary with productive activity the 
difference between actual fixed overhead 
and budgeted fixed overhead is a budget 
variance and represents the extent to 
which the budget has not been met. 


From our labour reports and our stan- 
dard labour complement schedule we 
know the difference between the budget- 
ed productive hours and the actual pro- 
ductive hours worked. This difference, 
multiplied by the objective overhead rate 
per productive labour hour, gives us the 
activity variance which is in effect the 
portion of fixed overhead over or under- 
absorbed due to operating at a level of 
activity above or below normal. We also 
know the difference between the actual 
productive hours and the earned hours 
of productive labour. This difference 
multiplied by the objective overhead rate 
per hour gives us the amount of over- 
head under or over-absorbed due to the 
efficiency of direct labour. 


In the case of variable overhead we 
have assumed that the overhead should 
vary proportionately with variations in 
the level of productive activity. The 
difference between the actual productive 
labour hours at the objective overhead 
rate per hour and the actual variable 
overhead, therefore, provides us with the 
budget variance for variable overhead. 
This variance represents the extent to 
which the objective variable overhead 
has not been met having regard to the 
level of productive activity attained. The 
efficiency variance is determined in a 
similar manner to the efficiency variance 
for fixed overhead, being computed by 


multiplying the difference between actual 
productive hours and earned hours by 
the objective variable overhead rate per 
hour. 


The incorporation of these results in 
a report provides management with the 
answers to their questions of “How 
much?”, ““Where?”, and “Why?”. 

Where machine hours are the basis 
for applying overhead the principles to 
be followed are the same, substituting 
machine hours for direct labour hours 
and, of course, providing for the con- 
version of production into earned ma- 
chine hours as well as earned labour 
hours. 


Cost Records 


You wili observe that I have made 
no reference to cost ledgers, journal 
entries, or other cost records. The 
costing techniques outlined can all be 
applied without the use of ledgers and 
journals in the form usually referred to. 
All information can be compiled in the 
form of standard summaries, and the 
variations can be computed on standard 
columnar forms. While all the analyses 
can be expressed in formal accounting 
terms, the ‘“‘statistical’’ manner of build- 
ing up information is a considerable 
time-saver allowing for more time to 
be given to the interpretative aspects of 
costing and enabling reports to be avail- 
able to management with the minimum 
of delay. 

I have also purposely avoided the use 
of accounting terms as far as possible in 
an attempt to illustrate how the tech- 
niques may be explained to non-account- 
ing management at its various levels. If 
the techniques are to be a successful aid 
to management at (say) the plant super- 
vision level it is advisable that they 
should be explained and presented to 
the personnel concerned in non-account- 
ing terms. 
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Formulae 
The following summary illustrates the 
methods of applying the costing tech- 
niques through the use of formulae. 
They have been prepared on the premise 
of using direct labour hours as the basis 





23 





of applying indirect labour and over- 
head. In actual practice they can be 
further reduced and streamlined. Ap- 
pended to the summary is an example 
showing the application of the formulae. 


FACTORS AND FORMULAE 


Objectives Hrs. 
ME OUI ois sicacescecdastdecdictawonticecee ——_ 
NUE IE Sb os eee, B 
ROMRIN NEE SERIE asec cescccsscentesncborccseses 

do do 


Performance — Hours per unit 
OF PIGARCHOR occ ei hacesiecss. 
Overhead—Fixed oo...e.eeecccecscseseeeeeeeees 
IE Bias ab SS coe cs 
Actual 
NE NR gi ccyare cette ea ashs P 
OIE MONE go scat elanrias Q 
Production — Units — R ...............0005. 
Overhead—Fixed ...........cccccccsssscsscstsseeeee 
MEUM. | osccsccicescensscasccteniseare 
Formulae 
Direct Labour 
ME NNN 350 oss. 5 cde vadeuseccbexowes 
MI sic eoeetrcciossSesisen seisvttacshctes. 


os ie es : 
Indirect Labour 
I sysfs sashiataescne 
RN IIR Fonte Shit sensedeiNeaees 
Excess Help Variance. ...............:.0 
Efficiency (D.L.) Variance ............. 
Fixed Overhead 
Budget Variance ...........cccccccsessseeeeee 
IN oo Sovne goats es tncicieeastaccsatersanieces 


PRAVERY “WEPGMICE anosicicénsccccessscessnease 
EMICSONCY VALANCE ....-.0s0sccccscsssessese: 
Variable Overhead 


BORER, WORMS 5 ek5scocssiesteensschiccaabis 
Efficiency Variance ................ccccc00 


$ Rate 

D “G_ $ per D.L. Hr. 

E H $ per I. L. Hr. 
I ILL. Hrs. per D. L. He. 
J LL. $ per D. L. Hr. 





c 
F K $ per D.L. Hr. 
L M $ per D.L. Hr. 
s Vv $ per D.L. Hr. 
¥ W $ per ILL. He. 
U 
Y 
P x (V — G) $ 
(R x C) x 100 % 
P 
((Rx C)— P)xG eq= $ 
Qx(W—H) = $ 
(PxI)—Q = Heres. 
((PxI)—Q)xH = $ 
((Rx C)—P)xjJ = $ 
U—F = $ 
Px100 = %& 
(P—A)xK = $ 
((Rx C)— P)xK == $ 
(P x M) —Y = $ 
((R x C)— P)xM ax $ 
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EXAMPLE 
Objectives Hrs. $ Rate 
Bee NMEMNNIE soe bo steer ch pasa ceks Abas ncenvanvs 100 100.00 $1.00 per D.L. Hr. 
MURINE HUMINEDMIAN sph cc vcd czviok Sasevscsiycdsnsipanven ess 50 37.50 73 per LL. Hc. 
SMRPCE IDET IIRC «on fas sais eccas cise ccscnsesscesznscons 5 IL. Hrs. per D.L. He. 
do BB Bosccrat leon cane 375 ILL. $ per D.L. Hr. 
PIRI SS Sete oR ae tas 1/6 hr. per unit 
SONAR ID ae RN i soccsss sons vasanbes acs sonnesponoes 50.00 50 per D.L. Hr. 
Se MMNRMMIE So cccackte sts cbavepssessatsteaane 100.00 1.00 per D.L. Hr. 
Actual 
Direct Labour ............. Ae cal aness 120 132.00. 1.10 per D.L. Hr. 
MRR INI RR fs va ccesSaxexscenssscovokavaanas 70 56.00 80 per ILL. He. 
PUNE Fete hase tio Speuctan Aacencesteiees 660 units 
Overhead — Fixed  .................cscessscecsssorsncess 45.00 
NNO osc ccoccconscgsteaysnnpnriestnoes 114.00 


Direct Labour 


I Sree et a odes 
RNIN go Be eye rce ks cles ides coetebakcee dav exssnassesens 


Efficiency Variance .................... 


Indirect Labour 


er IN 5055 ocho aes doesn Hav nesteeivoseaceoaae 
I ID cok oc oe ckrcsevsniases asshecsaneacews snacassiss 
Becess THIGIp VariOnce ................050:.0cssecereesss 
RAREMCRONNCGY PW ANARINOE «55 coca ssiachvpsvvsnatsnnciececocaies 


Fixed Overhead 


PERINEUM 50 oooh op cs heath este cesses anes 
WAR NEW ERMINE oy cacdccsep sats cieessecctseascanss asedss 
PNG WAEIRIIOE ooo suicciin cesses csessecssasns sh 


Variable Overhead 


Re OP MMNO ods. Coss csssssucthsssessStabeescondens 
BETSCIORICH “VALINE ......0<..5.00sc0sesccessesesesceers 


Conclusion 

In developing costing techniques it is 

essential that: 

1. they be understandable by manage- 
ment at the different levels of re- 
sponsibility, 

2. the reports should be available with 
the minimum of delay, 

3. management’s questions as to 


$45.00 — $50.00 
(120 — 100) x $.50 


120 x (1.10 — $1.00) = $12.00 Loss 
660 x 100 = 91.7% 
6 x120 


660 — 120 
{= } x $1.00 = $10.00 Loss 


6 


70 x ($.80 — $.75) = $ 3.50 Loss 
(120 x .5) — 70 = 10 hrs. 
((120 x .5) — 70) x $.75 = $ 7.50 Loss 


660 — 120 
_" } x $.375 = $ 3.75 Loss 


= $ 5.00 Gain 
= $10.00 Gain 


660 — 120 
_— } x $.50 =§ 5.00 Loss 


(120 x $1.00) — $114.00 = $ 6.00 Gain 


660 — 120 
= } x $1.00 = $10.00 Loss 


“where”, “to what extent”, and 
“why” deviations from objectives 
have occurred, should be answered. 
Costing techniques so developed be- 
come tools in the hands of management 
for judging the efficiency of operations 
and assist management in taking the nec- 
essary corrective measures in order to 
attain its objectives. 
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Manual Accounting Methods 


By Thos. F. Griffin, C.A. 


The methods and procedures required 
for manually recording one million invoices a month 





N WHAT follows, I shall discuss the 
methods and procedures required for 
a manual recording of a million invoices 
a.month for the accounts of a quarter 
of a million customers. Any such job 
of recording calls for organization, but 
that is a topic in itself. It also calls for 
a required number of mechanical aids 
which do not fall into the category of 
either tabulating equipment or of book- 
keeping machines but include such com- 
mon ordinary machines as adding ma- 
chines, calculating machines, and type- 
writers. | The principles employed in 
these machines are those on which the 
design and construction of tabulating and 
bookkeeping machines are predicated. 


Available Office Appliances 

There are adding machines which list 
and those which do not list, calculating 
machines which list (multiplicand x mul- 
tiplier == product) and those which do 
not list. All typewriters list or prepare 
for listing, but there are many different 
kinds of “type” including one which 
perforates and is therefore useful in pre- 
paring cheques. Each of these well 
known office appliances can be obtained 
with special features, in special sizes, and 
in special} styles. 


There are many other office appliances 
which are designed to materially assist 
the recording function of accounting. 
To mention a few of these, there are:— 

Embossing machines, which ate type- 

writers of metal plates for use in 
the related Addressing Machines 
which are high speed (up to 6,000 
per hour) printing mechanisms 
used where there is frequent and 
often regular repetition in writing 
names and/or addresses, rates and/ 
or amounts, etc., e.g. receivable 
ledger cards, payable ledger cards, 
cheques (dividends), payrolls, etc. 
This equipment can also be fitted 
with specially designed 
Form feeding apparatus to operate 
in unison with the addressing 
machine. It can also be obtain- 
ed now with an attachment of an 
Adding listing tabulator which lists 
and adds numerous columns of 
figures which are embossed in 
the plates originally prepared on 
the embossing machine previous- 
ly mentioned. 
Then there are: 
Sorting facilities which assist the tedi- 
ous job of arranging a large vol- 
ume of slips of paper into the de- 
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sired alphabetical, numerical, or 
some other sequence. These can 
be obtained in varying sizes from, 
say, 25 sort requirement to upwards 
of 1,000 sort requirement. 
Another important gadget is the: 

One-time writing device or Multi-copy 
Poster. This employs the principle 
of carbon copies with that of colla- 
tion and sometimes “‘shingling” of 
numerous and varied forms to pro- 
vide the written information on 
several documents such as the pay- 
roll cheque, the statement of earn- 
ings to employees, the history re- 
cord of employees’ earnings, and 
the payroll record in listed form. 

To a very great extent the suc- 

cessful application of this device 
depends on form design. 


Form Design is without a doubt one 
of the greatest time and money savers in 
the business of accounting. In fact, in 
the description of the sales accounting 
procedures which I am about to give, 
one cannot help but be aware of the very 
high degree of perfection to which the 
technique of form design has been car- 
ried. In the main, the form design is 
responsible for the substantial economies 
of the system. 


Credit Card Sales Accounting 


These sales accounting procedures are 
in effect in an oil company and its 
branches for recording from 50,000 to 
upwards of a million invoices a month, 
to from 10,000 to a quarter of a million 
active customers. It all results from 
the use of credit cards. 

The system might be described as 
“credit card sales accounting by manual 
methods” and is as follows:— 


(2) After credit rating approval of the 
application for a credit card and 
appropriate code grouping according 
to the applicant’s name and the bill- 


ing cycle, an Embossing Machine is 

used to prepare a metal name and 

address plate. This plate also con- 
tains the full code reference to: 

(1) the specific company issuing 
the credit card, 

(2) the group and specific number 
of the particular customer ac- 
cording to his full name, 

(3) the year in which the custom- 
er’s patronage was first ob- 
tained, and 

(4) a “selecting tab” or tabs posi- 
tioned on the top of the plate 
according to the necessity of 
meeting special printing re- 
quirements, e.g., more than one 
credit card, annual instead of 
quarterly credit cards, and so 
forth. 


This plate is inserted in an Addressing 

Machine to produce the following:— 

(i) asmall card for insertion in the 
upper portion of the plate to 
facilitate the reading of what 
is embossed, 

(ii) the customer's first credit card, 
and 

(iii) a visible style file card with 
which all subsequent invoice 
slips can be readily filed. 

Later in the procedures it is also used 

to head the monthly statements and, 

of course, all subsequent quarterly or 

annual credit cards, etc. 

(4) When the customer receives gaso- 
line at the service station (often 
from a computing pump which is 
in effect an Adding Machine and 
calculator combined) he signs the 
four-part delivery receipt, which is 
really an invoice slip. He keeps 
one copy for his own reference. 
These forms are prenumbered for 
reference only. 

(¢) The service station operator lists all 
these slips for the day on a “de- 
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acknowledgment 


livery 
form, and turns in two copies of 
each invoice slip to the oil company 
for credit on his petroleum pur- 
chases. He retains one tissue copy 
in his book for reference. 


receipt” 


Upon receipt in the office of the 
oil company, the individual slips 
received (in duplicate) from each 
station are totalled on a Non-listing 
Adding Machine and this total is 
agreed with that reported by the 
service station operator on the de- 
livery’ receipt acknowledgment list. 
At this point an entry is made 
charging the “invoicing slip” con- 
trol account and credit is given to 
the service station operator's ac- 
count. 

All the invoicing slips received by 
the oil company on that day are 
totalled on a Non-listing Adding 
Machine and this total is entered 
on a batch tag. This batch is 
then passed to another employee 
who places it on a Precision Weight 
Scale and from this weight an ap- 
proximate count of the invoicing 
slips is calculated for statistical pur- 
poses. Experience has proved this 
to be surprisingly accurate. This 
employee then sorts them according 
to the group coding of the cus- 
tomer’s name by means of a Sorting 
Device which has provision for up- 
wards of 400 “group number” sort- 
ing slots. When sorted the batch 
total is entered in a record for re- 
ference. 

The group sorted invoicing slips 
(still in duplicate) are then passed 
to the Cycle Billing Filing Units 
(which are specially designed and 
insulated against fire) where each 
invoicing slip is filed in front of 
the related “visible style file card” 
which was previously prepared on 
the Addressing Machine. In this 


Thos. F. Griffin, C.A., is in 
charge of systems and methods 
work for Price Waterhouse & Co. 
in Western Canada. He was ad- 
mitted to the Institute of Char- 
tered Accountants of British Col- 
umbia in 1941 and served four 
years overseas with the Royal 
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Canadian Navy. 


(g) 





operation a so-called Filing Gadget 
is used which when set over the file 
tray enables the operator to rest a 
batch of invoicing slips on a shelf 
and merely drop the applicable in- 
voicing slip in front of the visible 
style file card for each particular 
customer when the opening in the 
file is made with the other hand. 
It is interesting to note that there 
is a “calculated risk” assumed at 
this point in that the “entries in 
the ledger’’ are “made” by filing the 
invoicing slips which could possibly 
become lost. However, experience 
has proved this risk to be of a 
negligible degree. 

Prior to the cycle billing date 
the Addressing Machine is again 
put to use in preparing a four-part 
monthly statement for each cus- 
tomer. An additional “date plate” 
is set in the machine to print the 
month and the year at the same 
time as the individual customer's 
name, the address, and the code 
grouping is printed. These monthly 
statements are prepared in the same 
sequence as that in which the in- 
dividual files of invoicing slips are 
maintained (i.e. in group and detail 
code sequence) and they are placed 
in a Special Tray for transporting 
to those files. 


(4) At the cycle billing files a Two 


Register Listing Adding Machine 
is used to list all the individual in- 
voicing slips for each customer. 
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This machine has two vertical addi- 
tion registers. One register is used 
to list the slips for each customer, 
the total of which is printed on the 
Four-part Monthly Statement for 
that customer when that form is 
inserted in a specially provided 
slot in front of the adding machine 
tape. An extra carbon ribbon tape 
is provided in order that this total 
will also print on the adding ma- 
chine tape. The machine is so de- 
signed that when the total is struck 
on the monthly statement for each 
individual customer the amount is 
cleared from one register into a 
second register where all such 
amounts are accumulated for the 
complete run. A controlling entry 
is made from this total. Another 
feature of this machine is that sub- 
traction is only possible by the use 
of reciprocals, and as a result any 
such subtraction is very readily seen 
on examination of the tape. Every 
change on the tape must be initial- 
led by the supervisor. Incidentally, 
the machine tape is locked into the 
machine and can only be removed 
by the supervisor who holds the 
key. 

When the four-part monthly state- 
ment has been prepared for an in- 
dividual customer it is stapled to the 
related original invoicing slips. The 
extra copies of these invoicing slips, 
which to this point are still at- 
tached, are stapled together in an 
opposite corner of the form, with- 
out attachment to the monthly state- 
ment form, then torn off and set 
aside in the same sequence as the 
statements for the customers. 


(7) When the adding machine run has 


been completed the tape is remov- 
ed from the machine and placed 
in a special gadget which may be 
termed an Adding Machine Tape 


(4) 


Holder. This gadget consists of a 
strip of metal about a foot long, the 
side edges of which are turned over 
about 1/8 of an inch so that the 
inside width of the plate is exactly 
that of the machine tape. This 
gadget prevents the tape from mov- 
ing all over the desk; it gives a 
smooth surface behind the tape on 
which to write any comments, and, 
in addition, because a few inches 
of the turned-over edge are cut 
off at the lower right hand side, 
it provides considerable ‘assistance 
to the job of checking off the 
amounts from the extra copies of 
the invoicing slips to the tape, 
which tape was prepared from the 
amounts shown on the original 
slips under (4) above. 

When this check-off has been 
completed, the monthly statement 
forms, together with the original 
invoicing slips attached, are for- 
warded to the Stub Type Ledgers. 
The extra copies of the invoicing 
slips are then filed away in se- 
quence of the group coding by cus- 
tomer’s name in special cardboard 
boxes. 

The ledgerkeepers insert any bal- 
ance from the previous month on 
the new monthly statement. They 
“age” this amount in a special sec- 
tion of the four-part form and then 
return them to the file clerks who 
separate the last two parts of this 
monthly statement from the first 
two, to which the original invoicing 
slips remain attached. The ageing 
of the old balance does not appear 
on those parts sent to the customer 
but is removed by the separation 
process. However, it does appear 
on the triplicate and quadruplicate 
copies of this monthly statement. 
When control totals have been 
agreed, the original and duplicate 
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of the monthly statement with the 
invoicing slips attached are passed 
to the outgoing mail for insertion 
in window envelopes. Special 
notices requesting payment of past 
due amounts are enclosed where 
necessary. 

Of the two remaining copies of 
the monthly statement, the triplicate 
—being the new ledger sheet — is 
placed in the new Stub Type Ledger 
and the other, also bearing the 
“ageing” of the old balance, is for- 
warded to the credit department for 
any necessary action. 

(/) Of the two copies of the monthly 
statement forwarded to the cus- 
tomer, one is to be returned with 
the remittance. It provides posi- 
tive identification of account and 
on it the customer is requested to 
notify the company of any change 
of address. When these copies, 
stamped ‘‘PatD” and pre-listed by 
the cashier, on a Listing Adding 
Machine and then sorted according 
to account code grouping, are re- 
ceived by the ledgerkeeper, he off- 
sets the corresponding statement in 
his ledger. These are totalled and 
balanced with the cashier's pre-list 
of the remittance advices, and then 


the “paid” ledger copies are 
swivelled around into the “paid” 
position. 


Mechanical Aids Summarized 
In summary, the mechanical aids to 
the manual method of recording this 
large volume of invoices each month 
for such a vast number of active cus- 
tomers’ accounts are as follows:— 


(2) Embossing machine 

(4) Addressing machine 

(c) Computing gasoline pumps 

(d) Non-listing adding machine 

(e) Sorting device 

(f) Cycle billing filing units with visi- 
bility features 
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(g) Special filing gadget 

(4) Two register listing adding machine 

(4) Stapling machine 

(7) Special adding machine tape holding 
gadget 

(2) Special loose leaf or stub ledgers of 
the swivel type 

(1) Weight scales 

(m) Payment stamps 

(n) Listing adding machine, and 

(o) of primary importance, the finesse 
of form design. 

Among the advantages of the manual 

methods are:— 

(a) the fact that there is no idle ma- 
chine investment and, what in- 
vestment there is, is very small, 

(6) there are no complicated ma- 
chines which could break down 
under pressure periods, 

(c) there is no posting of individual 
invoice amounts to individual 
customer’s accounts, thus saving 
time and avoiding normal human 
or mechanical errors. 


Other Aids 


Some of the other mechanical aids in 
the job of accounting by manual methods 
which have not been mentioned in this 
article are as follows:— 

(@) stamp metering machines 

(6) counting machines for documents 

(c) counting machines for coins 

(@) cash registers including specialty de- 

signs such as a railway ticket dis- 
pensing machine and a bridge toll 
cash register 

(e) change making machines 

(f) cheque signing equipment 

(g) cheque protecting equipment 

(4) endorsing machines 

(4) perforation stamps and punches 

(7) numbering machines 

(&) time clocks 

(1) autographic machines and repeaters 

such as “Telautograph” 

(m) teletype and radiotype machines 

(m) transcribing equipment and related 

“shaving” machines 


(0) box type invoicing registers for 








handwriting and controlling invoice 
forms 

(p) form feeding devices 

(q) special typewriters which can be 
quickly changed to produce one of 
many different kinds of “type” 

(r) duplicating equipment 

(s) needle sort or marginal punch card 
devices with related notch cutting 
and vibrating accessories. 


There are also mechanical aids for use 

in connection with the filing of docu- 

ments such as:— 

(a) suspended files from an 
framework in the filing drawer 

(4) specially designed and lettered guides 

(¢) pocket flap system with visibly in- 
dexed data 

(d) slip filing system behind spring clips 

(e) microfilming process (including the 
company that sends a microfilm of 
the tickets in substantiation of the 
total that is billed to a transportation 
company for their ticket stubs sur- 
rendered for passage) 


upper 


News of Our Members 





A course of instruction in the uniform ac- 


counting system supported by the Maritime 
Hospital Association was given by the staff 
of Hudson, McMackin & Co., Chartered Ac- 
countants, Moncton under the auspices of the 
Nova Scotia Department of Health. Mr. W. 
W. B. Dick, C.A. is the director of the course 
and lectures are being given by Messrs. G. 
W. Hudson, C.A., C. W. C. Campbell, C.A., 
A. F. Gosling, C.A. and R. R. Rice. 


Mr. S. H. Over, O.B.E., C.A. (Ont.), presi- 


dent of the British Empire Club in Providence, 
Rhode Island, has been made an honorary 
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appointment 
(Que.) as vice-president and treasurer. 





(f) visual line finding gadgets for as- 
sistance in typing. 


There are also those mechanical aids 


employed in connection with record 
files :— 


(a) wheel filing 

(4) rolling tray filing 

(c) ring filing with visible features 

(2) pocket filing with visible features 


(e) offset, horizontal filing with 
“angled”, visible descriptions and 
balances 


(f) mechanical robot tray pocket filing 
with visible features 

(g) “unispred” or “clipper” type state- 
ment holders which permit ready 
comparison of monthly and “to date” 
figures. 


Finally there are those mechanical aids 


employed in connection with reference 
files :— 


(a) single line records 
—on rotary drum 
—on flat desk trays 
(5) fan style cards. 


officer of the civil division, Most Excellent 
Order of the British Empire. 


Mr. Colin C. Brown, C.A. (Ont.), was 


elected governor of District A2, Lions Inter- 
national, at the annual convention of Quebec 
and Ontario Lions held recently in Montreal. 


Dominion Textile Co. Ltd., Montreal, an- 


nounces the appointment of Mr. L. P. Webster, 
C.A. (Que.) as vice-president. 


. * o 


Gatineau Power Co., Ottawa, announces the 
of Mr. Code Brittain, C.A. 
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Professional Notes 


ALBERTA 


William F. Reid & Co., Chartered Ac- 
countants, 610-613 Lancaster Bldg., Calgary, 
announce the admission to partnership of 
Mr. Donald A. Ross, C.A. 


Calgary Chartered Accountants Club 


About 50 members of the Calgary Char- 
tered Accountants Club attended the May 
luncheon meeting held in. the Palliser Hotel 
on Friday, May 4. The guest speaker was 
Mr. A. J. Hamilton, C.A., of Edmonton. He 
spoke on the work of the Accounting and 
Auditing Research Committee of the Cana- 
dian Institute of Chartered Accountants. Mr. 
J. G. Simonton, C.A., president of the club, 
presided. 





BRITISH COLUMBIA 


Milne, Church and Pickard, Chartered Ac- 
countants, announce the admission to partner- 
ship of Mr. W. R. Lane, C.A. They also 
announce that practice of the profession will 
be carried on at their new offices, 75 Bastion 
St., Nanaimo, under the firm name of Milne, 
Church, Pickard & Co. 


NOVA SCOTIA 


H. R. Doane & Co., Chartered Accountants, 
announce the opening of an office for the 
practice of the profession in the Lesbirel 
Bldg., Dartmouth. 

. a * 

Nightingale, Hayman & Co., Chartered Ac- 
countants, announce the opening of an office 
in the Bell Bldg., Dartmouth. 


ONTARIO 


Mr. Herbert A. Watson, C.A. announces 
the removal of his office to 14 William St. 
N., Lindsay. 


Perlmutter, Orenstein & Co., Chartered 


Accountants, 220 Bay St., Toronto, announce 
the admission to partnership of Messrs. Harry 





Giddens, C.A., Lou Fruitman, C.A., Gilbert 
I. Newman, C.A. and Herbert Perlmutter, C.A. 


QUEBEC 


McDonald, Currie & Co., Chartered Ac- 
countants, Montreal, announce the admission 
to partnership of Mr. P. H. Irwin, C.A. 


Quebec Students’ Society 

The annual meeting of the Chartered 
Accountants Students’ Society of Quebec was 
held recently in Montreal and the following 
officers and executive committee were elected 
for 1951-52: president, Marcel Caron, C.A.; 
vice-presidents, R. G. Bremner, C.A., Peter 
Leggat; treasurer, Jean Parisien, C.A.; secre- 
tary, Louis Desmarais, C.A.; assistant secretary, 
D. P. Cassidy, C.A. The executive committee 
is composed of Messrs. Peter Aird, Guy Ami- 
deneau, C.A., Andre Cote, C.A., W. E. Fal- 
coner, C.A., D. Holt, C.A., D. Lehberg, J. A. 
Madill, C.A., Eric Newman, C.A., Guy L. 
Robidoux, P. Shuster, A. P. Smibert, C.A., 
and Kenneth C. Fincham. 

A Tax Forum was sponsored by the Quebec 
Students’ Society in the Montreal High School 
Auditorium on April 25. More than 200 
chartered accountants and students attended 
the meeting which was presided over by Mr. 
W. Pierce Gould, Jr., C.A. Members of the 
panel were Messrs. William J. Hulbig, B.A., 
B.C.L., Campbell W. Leach, C.A., and Cecil 
Vineberg, C.A. 

* eo + 

Mr. Karl Rudick, C.A. announces the ad- 
mission to partnership of Mr. Harold P. 
Struzer, C.A. Henceforth practice of the 
profession will be conducted under the firm 
name of Rudick & Struzer, Chartered Ac- 
countants, with offices at 477 St. Francois- 
Xavier St., Montreal. 

* * 

Mr. Lewis A. Haber, C.A. announces the 
removal of his offices to 417 St. Peter St., 
Montreal. 


The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


W: HEAR complaints from time to 
time about the inadequacy of our 


Companies Acts. Often these complaints 
are indirect and take the form of state- 
ments like, ““Mere compliance with the 
minimum requirements of the . . . Com- 
panies Act is not enough.” 


Now it is one thing to damn a piece 
of legislation loosely in general terms 
and another thing to get down to cases. 
This being so, we thought we would 
really go out on a limb in these Notes 
and Comments and suggest, for the sake 
of argument, the points at which we 
think the Dominion Companies Act 
might be improved by amendment. We 
will trust readers to take our suggestions 
as a matter of private opinion only, and 
as nothing official. Our reference is to 
the Dominion Companies Act because its 
requirements are already more extensive 
than those of any of the provincial Com- 
panies Acts we have seen, and because 
(we hope) all our readers will be fami- 
liar with it. 


(1) We think the time has come to 
give statutory sanction to the “pre- 
emptive right”. In other words, we 
think the Companies Acts should de- 
finitely require a company which pro- 
poses to issue further capital stock first 
to make the additional shares available 
to existing shareholders in proportion to 
their present holdings before offering the 
stock generally to the “public”. 

(2) In our opinion a statement from 
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each of the directors disclosing the ex- 
tent of the director's transactions in the 
stock of the company should be required 
to be read, as a matter of course, at the 
annual general meeting of shareholders. 
(At present, s. 96A of the Dominion 
Companies Act requires directors to fur- 
nish such a statement ‘‘annually to the 
secretary for the information of the 
shareholders of the company at the an- 
nual meeting’; but the statements are 
not read unless requested, and sharehold- 
ers seldom make the request or are even 
aware of their right to do so.) 


(3) Where a special general meeting 
of shareholders is to be called, share- 
holders should be supplied in advance 
of the meeting with complete detail of 
the matter requiring their ratification or 
rejection (e.g. the text of a proposed by- 
law); and they should be given the op- 
portunity to vote “yes” or ‘‘no” (if they 
wish) on the proxy form. As we under- 
stand the term, a proxy is a person 
who attends in person to register the 
votes of others who have authorized him 
to vote on their behalf. We see noth- 
ing wrong with making the authorization 
specific. 


(4) Where the accounts of a subsidi- 
ary are not consolidated with those of 
the parent company, in our view either 
the auditors or the directors should be 
required to report separately to share- 
holders, as a memorandum, the com- 
bined profit or loss of subsidiaries irre- 
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spective of the amount of such profit or 
loss taken up in the accounts of the 
parent company. 

(5) The directors should be required 
to include in their report to shareholders 
an analysis of changes in fixed assets 
since the date of the previous balance 
sheet (cost of fixed assets acquired and 
cost of fixed assets retired) and an analy- 
sis of changes in Reserve for deprecia- 
tion account. 

(6) In addition to the balance sheet, 
income statement and statement of sur- 
plus presently required, we would like 
to see two additional statements sent to 
shareholders as a matter of course before 
the annual meeting: 


(a) A statement of source and appli- 
cation of funds. 

(b) A statistical table of comparative 
figures for each of the five years pre- 
ceding the current balance sheet date 
showing gross revenue, depreciation ex- 
pense, income tax expense, net operating 
profit, working capital, inventory valua- 
tion, bonds payable, share capital, and 
earned surplus. Where _ significant 
changes are attributable to special fac- 
tors, this can be explained in a foot- 
note. 


(7) Some responsible government offi- 
cial should be designated as a person 
with authority to consider complaints 
from shareholders of a company which 
is allegedly not complying with the Act 
in some particular; and where he de- 
cides a complaint is justified, to insti- 
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tute proceedings against the directors 
without further cost or inconvenience to 
the shareholders concerned. It appears 
to be a widespread but erroneous impres- 
sion that the Secretary of State has power 
to prosecute those who violate the Dom- 
inion Companies Act. A recent and 
widely publicized dispute has shown 
that a Provincial Secretary had no such 
power given to him, either, under the 
provincial companies act in question. 
* * * 

It may strike some readers as being 
presumptuous on our part to make these 
proposals, but, after all, we said we 
would present them just for the sake of 
argument. Doutbless there are argu- 
ments against some of them, and possibly 
someone would care to enlighten us — 
admittedly a last resort. Besides, this is 
something which ought to come up regu- 
larly for discussion somewhere. We have 
been too much in the habit of patching 
the roof after the leak has done some 
damage. It apparently takes a real, first- 
class, spine-tingling, eyebrow-raising 
fraud to bring about an amendment of 
company legislation, if the Royal Mail 
Steam Packet case is any criterion. (And 
the McKesson and Robbins affair showed 
promise of having similar repercussions 
until we became preoccupied with the 
war.) To our way of thinking, the fact 
that we have gone for over a decade 
now without any thrilling scandal is no 
proof that we have entered a new era of 
super-human integrity or that present 
legislation is fool-proof. 


A PUZZLE FOR WARM WEATHER 


A farmer sold 100 animals for $100. 
He received $10 per horse, $3 per pig, 
and 50c per sheep. These were the only 


three types of animal sold. How many 
of each must he have sold? 
(contributed ) 





34 The Canadian Chartered Accountant, July, 1951 


SOLUTION TO LAST MONTH’S PUZZLE 


“It will turn twice, because its motion is a stationary gear wheel. Try it out with two 
composite one, consisting of its own rotation coins of the same size.” 
round its centre and its rotation around the 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
of course the personal views and opinions of the various contributors. They are designed 
not as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 

PROBLEM I 
Intermediate Examination, October 1950 
Accounting II, Question 2 (20 marks) 


The following is the post closing trial balance of the B Co. Ltd. as at 31 Dec. 1949: 


Dr. Cr. 
Su IIR PES 0 SEL fr a I ea ct $ 15,000 
Petty Cash (included therein are advances to employees in the 
amount of $55 to be repaid from next payroll «0.0.0.0... 1,000 
apa RARE «NINOS PN OMIINO 555 5. .osocsccescsonesinscsvensvoisscewsdsdneviszcedncsnssaveden 35,555 
Accounts receivable—trade (included therein are amounts of 
$28,675 which are considered doubtful) ...0...0...0.0.0.00cccceceeeeceeeoeees 137,595 
Inventories— 
I I ere stance hgan ck cian see saa plata svtientes 75,486 
UR IN oie occ oo uae easels Vbonus séstevetshopsoscasssbpsviide 35,987 
Raw material (merchandise in transit at 31st December 1949 
not entered in the records $5,676) ..............ccccccesecsssseeseeseteeeees 55,483 
Unexpired insurance premiums (in which is included the cash 
surrender value of life insurance on officer's life, as at 31st 
en NN eM cs 8 bc cgnndenasacs bean pscksancvcioasdysstesakodovee 25,438 
Marketable stocks and bonds : 
(market value thereof—$198,595) ..........cccccccccesessesesesceststsesceeeseenes 194,545 
Unamortized bond discount and expenses ................:ccceeeeee: er 5,450 
I a a tothe 28,500 
Oa AAS Tein celiaph ee rere tec ei ior f Ure DE eso Rar ea eer 335,000 
NMEA Eee NA Sa iii aah bss tousst Spctirate poniebeabitewesansseteapaeet 258,495 
YEN SSIES DRS ee tn SUR ay Ane Rr ay ponee Ort re OT 135,655 
POR DER CTed SIRES MIBBUN | 5.525.550 cocasstistl sa selivedds ctheaetnatenseasiass 200,000 
Bank loan (secured by stocks and bonds having a book value 
SN onc as $ 15,500 
Notes receivable discounted at bank (of which $3,500 are known 
to be returned unpaid in January 1950 and considered to be 
SMM RENIMED Yessy caveat Stave tav raped asseckshtSe iT esha be tepehy cieks 15,555 
Trade accounts payable (including outstanding cheques of $6,450 
and after deducting debit balances of $10,547)...........cccce 92,439 
Pan Gent iar MRn rn WN INE och svnancenvavanskdedpecdenintonedbaccnnncosseses 2,000 
Other accrued expenses and taxes payable ................cccceseseteteeteeees 25,495 
Reserve for depreciation—building 2.0.0.0... ee ee ee 85,275 
Reserve for depreciation—equipment ..............0..:cccccseececeseseneeeseeeees 114,575 


5% First Mortgage bonds payable $20,000 annually ...........0....0.05. 240,000 
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7% cumulative preferred stock authorized, par value $100 each 500,000 
No par value common stock—12,000 shares authorized and issued 200,000 
SRNR Sos F ice A teaentotessecetseresss 248,350 
Including— 

Surplus from operations a $ 118,017 

Appraisal of fixed assets ........ ................. ‘ 25,940 

Distributable surplus ..... bloat iedcicatte. Ye 

Reserve for amortizing patents . Rican es.’ <Saeaee 

Premium on preferred shares issued ........ i a 3,000 


$ 1,539,189 $ 1,539,189 





Building and equipment were appraised on 19 Oct. 1949 by H Co. Ltd. and the 
results thereof were incorporated in the records of the company. 


Required: 
Balance sheet as at 31 Dec. 1949, which will meet the requirements of The 


Companies Act, 1934, and the requirements of good accounting. (Make any assumptions 
you consider necessary.) 
A SOLUTION 
B CO. LTD. 
BALANCE SHEET 
as at 31st December 1949 


ASSETS 
Current Assets 
Cash on hand and in bank ........ Se eee ee LIM 
CUBIOHIEIS’ TIOTES SORENTO g5..s5.csiskccsccciccscesisscsseoticteniassaeetbescssess 20,000 
Trade accounts receivable ..........0.00..ccccccccccccsessesscsseeeeess-. 148,142 
Less—Reserve for bad debts sell dich tes rece ni) Seer A Gi 28,675 119,467 
Inventories: 
Mitetied BODGS RE COSE 5 .2occ Sects Sneccen “TRAE 
WOLK 10) BIOCERS At COBE..........05:-545--.050085-2. pay atee ted 35,987 
Raw materials at lower of cost or market ................ 61,159 172,632 
rRNA UU IMs s5 ose Bsc stead asp aSi past sev apncseesenotaks 4,982 
Marketable securities at cost (market value $198,595)................ 194,545 $ 521,176 
Cash Surrender Value Business Life Insurance ...............0....00.0.00000... 20,456 
Fixed Assets (land valued at cost, buildings and equipment at 
appraisal values as determined by C Co. Ltd., 19 Oct. 
1949) 
NR i es Site cele es a ho od ad . $ 28,500 
a ee le 335,000 
NRA RR rips cars aus eer erica ve prearadieraes cceeie sack nicentorters 258,495 
593,495 
Less—Reserve for depreciation . é. vesseee 199,850 393,645 422,145 
Other Assets 
Bond discount and expense (less amounts written off) ................ 5,450 
Pacers (less GSU S95 Written GH) ooo. fo sssesi costs ceccestcice sevens pee 54,262 59,712 


$ 1,023,489 


ee 
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LIABILITIES AND CAPITAL 


Current Liabilities 


Bank loan (secured) . ees Ata ce ligt atingceta ae | Le 

eee RDU MINE ERE coy, orig hacs tia naetneeNapeuniinvaens,  MORede 

Mee REEMA steep Loess Nes eicv si stdererssianiwaves tseteShe 20,000 

aN OR RE IR NN ec A Sd ie Apnoea sistance oh heas ORE 5,495 

OE EI ae ee od ee 2,000 

Due bank re notes receivable discounted .2............. .0ccceccceeeceeeeeees 3,500 

Amount due on 5% First Mortgage Bonds—1950....................... 20,000 168,707 
5% First Mortgage Bonds (payable $20,000 annually) .................... 240,000 

isos CI MATEN IRE AEN MOI: 5 ccccecs.ccsdecccccsasconeosiviness-soicsasnniavoesensesse : 20,000 220,000 

enim UNE, Tou P eh, tee ek ARE a Rg Sete i Bis 2 ran Saas 388,707 
Capital 

Authorized 


5,000 7% cumulative preferred stock 
par value $100 each 
12,000 common shares, no par value, 
Issued and fully paid 


SSI SURES MINER NUMER oo 2 coop anensb.Sc ou csavosncasecaseovcsetessnanabeavesinedss 300,000 
BO UY Ma ITNNINR INI TRIE TIEON Sco 5 peur ray evs vez ork svdnaevoay ove och sashandeape eesmes ens 200,000 
Pe receerisend SEL TRO CEO BORERS i cecbs cscs vccceses cise sisa pss heassansesesscacictess 3,000 
Nea EMRPNEN REIN RONNES S32 ase ss oo cpr as os Susie ices tases ase odonstsPastnacuscvaczonessee 85,842 
IURBN Rae RINE: MOMRENIE IR 25d Soccer tugs to oi scct nso cbeac unareccbhesountupaesaseniaeee 20,000 
Surplus arising from appraisal of fixed assets 0.0.0.0... 25,940 634,782 


Contingent Liabilities 
ap emne a IN RIOR 55502 oo 0 grote Aeros, in ck sunnfnsvus honed ceeineneee 12,055 


$ 1,023,489 


Editor’s notes: 
(a) A different but acceptable treatment would be to show “Employees’ accounts receiv- 
able—$55” separately among the current assets and “Cash on hand and in bank 
— $9,495”. 
(b) The figures for taxes payable and accrued, expenses in the current liabilities are 
assumed, but taxes payable must be shown separately. 


PROBLEM 2 
Final Examination, October 1950 
Accounting II, Question 1, (18 marks) 


The Companies Act, 1934, sets out in its various sections and subsections, specific 
rules and requirements which provide a guide to or limit on the actions of all companies 
operating under a federal charter. 

Required: 

In each of the following unrelated instances state (a) whether or not the procedure 
is governed by the provisions of The Companies Act, 1934, (b) if so governed, whether 
the procedure meets the requirements of the Act and (c) in general terms the applicable 
provisions of the Act, if any: 

(i) The directors of a mining company declare a dividend each year equal to the 





rangers: 








(iii) 


07 
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total operating profit before depletion allowance. Approval thereof is made 
each year at the annual meeting of the shareholders. 


(ii) On the instructions of the directors, the books of account of the A Co. Ltd. 


are kept at the mine office and monthly statements prepared from these records 
are sent to the head office every month. 

In the statement of surplus included in the statement submitted to the shareholders 
the dividends declared during the year on all classes of shares are grouped in 
one figure with no mention of the rates applicable to each class of share. How- 
ever, in the Directors’ Report to the shareholders such information is set out 
in detail. 


(iv) A loan from the bank, for which the securities owned by the company have been 


90 
7 


(v) 


pledged as collateral, is described on the balance sheet among the current 
liabilities as: 

“Loan from bank (secured)—............... 
which the loan is secured. 

In the statement of income and expenditure for the year, the net operating profit 
is shown after depreciation and depletion, such amounts charged in respect there- 
of being shown as a footnote to the statement. 


, with no reference to the asset by 


(vi) Due to an oversight the audited balance sheet, copies of which were printed 


(viii) 


ea reese 


(ix) 


and sent to the shareholders, was issued with only one director's signature. 


(vii) The auditor’s report is on a page attached to the balance sheet but no reference 


thereto appears on the balance sheet. 


Redemption of some of the preferred shares of a company has been made by 


payment out of net profits set aside by the directors of the company to cover 
the redemption, such allocation being designated as a capital surplus and left 
intact. 

In the financial statements and reports thereon of a holding company, no men- 
tion, other than in the Directors’ Report, is made of the accounting treatment of 
the profit of a non-consolidated subsidiary company. 


A SOLUTION 


(i) (a) Yes. 
(b) In agreement. 
(c) If a company is a mining company or if 75% of the value of assets are of a 


wasting character, it may declare dividends out of funds derived from opera- 
tions even if this reduces the paid-up capital provided the payment does not 
reduce the assets below that required to meet all existing liabilities. 


(ii) (a) Yes. 
(b) In agreement. 
(c) Books of account shall be kept at head office or such other place in Canada 


as directors see fit. If operating accounts are kept outside Canada, such 
comprehensive records shall be kept at head office to enable directors to 
ascertain with reasonable accuracy the financial position of the company 
at the end of each 3 months’ period. 


(iii) (a) Yes. 

(b) not in agreement. 

(c) Statement of surplus should show separate accounts for capital, distributable and 
earned surplus . . . dividends paid or declared on each class of shares 
stating the account against which the same are charged. 
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(iv) (a) 
(c) 


(v) (a) 
(b) 
(c) 


(vi) (a) 
(b) 
(c) 


(vii) (a) 
(b) 
(c) 


(viii) (a) 
(b) 


(ix) (a) 
(b) 
(c) 


(i) 
(ii) 
(iii) 
(iv) 
(v) 
(vi) 
(vii) 
(viii) 


(ix) 
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Yes. 


(b) In agreement. 


Where liability is secured other than by operation of law, the balance sheet 
shall include a statement that the liability is so secured but it is not 
necessary to specify the assets on which the liability is secured. 

Yes. 

In agreement. 

Where depreciation, obsolescence and depletion are charged against manu- 
facturing or operating costs in the accounts, the amount charged for these 
items may be shown as a footnote. 

Yes. 

Not in agreement. 

Requires that the balance sheet shall be signed on behalf of the board by 
two directors. The Act states that if any copy of a balance sheet not so 
signed is issued, circulated or published, the company, every director, man- 
ager, secretary or other officer who is knowingly a party, shall, on summary 
conviction, be liable to a fine not exceeding $200. 

Yes. 

In agreement. 

The auditor’s report shall be attached to the balance sheet or there shall be 
a reference to the report on the balance sheet. 

Yes. 

In agreement. 


(c) Redemption out of net profits set aside for the purpose is not considered a 


reduction in capital if surplus resulting from redemption is designated as 
a capital surplus and not reduced except in accordance with the provisions 
governing the reduction of capital. 

Yes. 

Not in agreement. 

A statement signed by the auditors of the holding company shall be annexed 
to the balance sheet of the holding company stating how the profits and 
losses of the subsidiary have been dealt with in the accounts of the holding 
company and to what extent provision has been made for losses of a sub- 
sidiary, either in accounts of holding company or subsidiary or both and to 
what extent losses of a subsidiary have been taken into account in arriving 
at the profits and losses of the holding company as disclosed in its accounts. 


Editor’s Note: 


The following are the relevant sections of The Dominion Companies Act: 


s. 83(4) 

s. 111(2) and (3) 
s. 112(1)(c) 

s. 112(4) 

s. 113(3) 

s. 116(1) and (2) 
s. 116(1) and (2) 
s. 61 

s. 114(2) 
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PROBLEM 3 
Final Examination, October 1950 
Accounting Il, Question 2, (14 marks) 


The net profit before taxes on income for the year ending 31 Dec 1949 of the 
B Manufacturing Co. Ltd., as shown by the statement of profit and loss, was $135,000. 
In the calculation of the net taxable income, to what extent must this figure of net 
profit before taxes be adjusted in respect of each of the following items included in the 
statement of profit and loss for the year? Explanatory comments are not necessary. 
(a) Depreciation provision, as calculated by the management of the company, 
amounted to $85,450, whereas the maximum allowable under the regulations 
amounted to $94,590. The reserves for depreciation as recorded in the books 
as at December 31 were in agreement with the reserve recognized for tax purposes. 
(b) Profit on sale of truck during the year $300. This truck, No. 22, was sold on 
1st September 1949 for $3,600. It was purchased on 1 Jan 1947 for $6,000 
and depreciation recorded and claimed for tax purposes on this truck for 1947 
and 1948 amounted to $1,500 and $1,200 respectively. The allowable rate under 
the regulations for trucks is 30%. Given below are the accounts “Trucks” and 
“Reserve for Depreciation on Trucks”. 


TRUCKS 

Dr. Cr: Balance 
pig I Eo: ne $48,000 dr. 
Diseet 1949 Tick Bree 80d» x... ccncicicanaseivons $6,000 42,000 dr. 
Get 1990: Tracks: 354 ali 35) «oss eccsicccseesiass- $18,000 60,000 dr. 

RESERVE FOR DEPRECIATION ON TRUCKS 

Dr. Cr. Balance 
OMS RPO TRIN RU draco se ch ca ceais $27,000 cr. 
1 Sept 1949 Depreciation on truck #22 .........0.0.0...... $ 2,700 24,300 cr. 
31 Dec 1948 Depreciation for year ................cc08 $10,710 35,010 cr. 


(c) Interest on funded debt (including amortization of bond discount $2,400 and 
amortization of expenses of issue $1,200) $23,600. 

(d) Reduction of finished goods inventory value from cost to market $19,400. 

(e) Transfer to reserve for future price decline of finished goods inventory $5,490. 

(f) Premium of $565 on life insurance on the president less increase of $395 in the 
cash surrender value thereof since 31 Dec 1948. 

(g) Interest on Government of Canada bonds, $3,000. 

(h) Interest on industrial bonds including $450 amortization of discount on pur- 
chase, $4,250. 

(i) Dividends received from other Canadian limited companies subject to income 
tax, $5,300. 

(j) Legal expenses of $1,500 in connection with the purchase by the company on 
1 Apr 1949 of an additional warehouse. 

(k) Dividend received from wholly owned subsidiary Canadian company, $1,500. 

(1) Past-service contribution to pension plan $37,428. On 1 Aug 1948 the company 
set up an approved superannuation plan for its employees. The company’s con- 
tribution in respect of past-services was to be made in 5 equal annual instalments 
of $37,428, commencing on 1 Aug 1948. The 1949 payment of $37,428 was made 
on August 1 as required. 

(m) Bad debts expense Dr. $9,400. The reserve for bad debts as at 31st December 
1948 was Cr. $26,500. Accounts written off during 1949 as uncollectible 
totalled $6,300. Accounts written off prior to 1949 and collected in 1949 totalled 


(a) 
(b) 
(c) 
(d) 
(e) 
(f) 
(zg) 
(h) 
(i) 
(j) 
(k) 
(1) 
(m) 
(n) 
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$4,100 and this amount was credited to Surplus. The reserve required as at 31st 
December 1949 was determined at $29,600 and the foregoing entry of $9,400 was, 
therefore, put through the records. 

Under the contract with the union, the company allows its employees 2 weeks 
vacation with pay at the end of the work year which terminates on July 31. To 
provide for this expense, the company, each week, charges the various labour ac- 
counts and credits the Reserve for Vacation Pay with 4% of the salaries and wages 
paid. The amounts included for vacation pay in the profit and loss statement were 
$28,050 for the period ending July 31 and $18,140 for the period August 16 to 
31 Dec 1949. The Reserve for Vacation Pay as at 31 Dec 1949 was Cr. $17,830. 


A SOLUTION 


Nil. 

Decrease $300. 

Increase $2,400 and $1,200 = $3,600. 
Nil. 

Increase $5,490. 

Increase $565 — 395 = $170. 
Nil. 

Decrease $450. 

Decrease $5,300. 

Increase $1,500. 

Decrease $1,500. 

Increase 4 of $37,428 = $18,714. 
Increase $4,100. 

Nil. 
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